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Cost-of-Capital Techniques Employed in Determining 
the Rate of Return for Public Utilities 


By LIONEL W. 


ioe the last few years a number 
of regulatory commission decisions 
and orders on “fair rates of return” 
derived primarily from the cost-of- 
capital formula have been severely and 
even bitterly criticized by public utility 
experts, by management and investment 
analysts. Some of these critics contend 
that the cost-of-capital formula has little 
or no validity as a test of fair rate of return 
necessary to attract capital. Others 
claim that commissions have recently 
applied the formula too mechanically 
and without recognition of its limitations; 
or that the formula, as frequently applied, 
is only a starting point but of little use as 
a predominant or exclusive test of a fair 
return. 

It is the writer’s opinion that while 
many of the criticisms have force, they do 
not belie the usefulness of the cost-of- 
money formula when properly applied. 

The most controversial aspect of the 
whole problem is the question of whether 
or not the so-called cost-of-capital return 

* Professor of Commerce and Economics, University of 
Wisconsin, 

1 In addition to testimony presented by Company witnesses 
in public utility cases, see a series of articles in Public Utility 
Fortnightly, reprinted in pamphlet form under the title: 


“Should Cost of Capital Limit a Utility’s Return?” (Public 
Utilities Fortnightly, D. C., 1953). 


THATCHER* 


can be adjudged as fair and reasonable 
without an upward adjustment for infla- 
tion. Those who take the affirmative 
position on the latter point contend that 
the historical cost-of-capital doctrine 
“though expedient during periods of 
stability is inherently fallacious” during 
inflationary periods when the value of 
money changes, and that the usual policy 
of “adjusting the rate of return to the cost 
of money does not and cannot compen- 
sate for inflation.”’? In other words, the 
question then is whether common stock- 
holders are entitled only to the protection 
of the nominal dollar amounts of their 
investments or whether they are entitled 
to an additional amount as protection of 
the “real values” of these investments. 


Since not only the measurement but 
the very meaning of “‘cost of capital” are 
subjects of controversy, it is believed 
that an article devoted to questions of 
principles and to the application of these 
principles in actual rate-of-return cases 
would be helpful at this time. Following 
a discussion of various techniques and 

2 W. A. Morton, “Rate of Return and Value of Money in 
Public Utilities, Land Economics May 1952, pp. 91-131. 
Prof. Morton urged the inflation adjusted not as a basis to 


attract capital but to maintain the integrity of existing or old 
stockholders who were frozen into their position. 
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procedures in determining the cost of 
capital there will be found an analysis to 
show that the proper application of the 
cost of capital to an investment rate base 
is entirely appropriate and does not result 
in an expropriation of utility property 
and will give a return sufficient to enable 
a well-managed company to maintain 
good credit and to attract the required 
amounts of new capital. 


Definition of Cost of Capital 


The term ‘“‘cost of capital’? has been 
used in various ways in recent rate cases. 
From a broad viewpoint it is an economic 
concept subject to statistical determina- 
tion and may be defined as the annual 
percent which a utility must receive to 
maintain sound corporate credit and 
permit a public utility company, under 
efficient management,* to pay enough to 
induce investors to place capital at the 
disposal of the enterprise without impair- 
ing the integrity of existing investors.‘ 
Used in a technical sense, it is a com- 
posite of the cost of the several classes of 
capital employed—debt, preferred and 
common stock and surplus (retained 
earnings), properly averaged on the 
basis of an appropriate capital structure. 


To illustrate how the threefold division 
of total capital can be set up so as to 
permit an analyst to compute separately 
the cost of each type of capital, let us 
assume a typical capital structure com- 
posed of 48.7% long-term debt, 13% 
preferred stock and 38.3% common stock 


3 Most analysts would agree and opinions of commissions 
confirm the concept that a utility operated with marked 
efficiency and with special concern tor the public interest is 
properly entitled to earn mere than the rate of profit found 
necessary to maintain its credit. By the same token, an in- 
efficiently operated or an unwisely financed utility may 
properly be limited to a substandard rate ot return. This 
position, while warranted, creates the difficult problem of 
measuring relative efficiency. 

‘It is understood that any estimate of cost of capital re- 
quires the exercise of judgment based not only on the 
statistical data but on intangible or subjective factors that 
cannot be measured precisely by statistics. 


and surplus. Let us also assume that 
this typical company’s long-term debt has 
a net annual cost of 314%, the preferred 
stock 414%, and that the common stock 
equity return is the approximate average 
return for the electric industry in 1952, 
namely 10%. 


TABLE I—Estmatep Cost or Caprrat 








Annual 
Cost 
percent 


Cost 
Component 
percent 


Percent of 
Capital 
Structure 





48.7 
13.0 


3.5 
4.5 


1.701 
0.585 


38.3 3.830 





Over-all cost ot 


capital............] 100.00 6.116 














This cost-of-capital formula is often 
distinguished from a fair rate of return. 
When the cost of capital is estimated very 
closely at a minimum figure, and with no 
allowance for earnings in excess of cur- 
rent dividend requirements, there is 
usually added an allowance in order to 
reflect a capital-attracting rate of return. 

As a starting point in estimating a fair 
cost of capital for a utility, a sound device 
is to derive a “cash cost of capital’’ or a 
bare-bones cost to the company. This 
‘cash cost of capital’? must be based on 
the security issues outstanding at the time 
of the rate case. 

To illustrate this method there is shown 
in Table II the cash cost of capital to the 
Pacific Telephone and Telegraph Com- 
pany as of June 30, 1953. This cash cost 
is based on the actual disbursements pay- 
able on the capital outstanding on that 
date. The cash cost of the common 
stock is computed at the actual $7 per 
share dividend payment, and _ interest 
obligations for the $465,000,000 long- 
term debt at the rate indicated from in- 
formation received from the company. 


5 Class A & B electric utilities computed from data com- 
piled by the Federal Power Commission for the year 1952. 





COST OF CAPITAL IN PUBLIC UTILITIES 


87 


TABLE JI—Tue Pacific TELEPHONE AND TELEGRAPH Company CasH Cost oF CapPiTAL BASED ON 
Security Issuzs OUTSTANDING JUNE 30, 1953 





Items 


Principal Amount 


Total Cash 
Cost of Caital 


Interest or 
Dividend Rate 


Par or 





Capital stock and surplus 
Par value 


Surplus Total 
Preferred stock 


Funded debt: 
314% debenture 
314% debenture 
314% debenture 
314% debenture 
234% debenture 
2%% debenture 
34%% debenture 


Notes payable to banks 


Total capital structure and cash cost of capital 


70 
$ 621,222,500 (a 
28,615,648 


$43,485,575 





$ 649,838,148 


82,000,000 4,920,000 


75,000,000 
35,000,000 
30,000,000 
75,000,000 
75,000,000 
75,000,000 
100,000,000 








$ 465,000,000 $14,161,253 


76,000,000 2,470,000 


$1,272,838,148 $65,038,091 











(a) Computed at $7.00 dividend. 


Source: Prospectus—$50,000,000—Thirty-one year 4% debentures September 15, 1953. 


The cost of the preferred stock is com- 
puted on the actual cost of $6 per share. 


The cash cost of capital of about 5 
percent should not be confused with the 
term ‘“‘cost of capital.” In order to carry 
on a business successfully and attract 
capital necessary to finance needed addi- 
tions, a utility must have earnings in 
excess of bare interest costs and dividend 
requirements. Since interest rates and 
preferred dividend rates are fixed, the 
problem really evolves into a question of 
how much the common stock should earn 
and the excess of earnings over dividend 
‘requirements. Or stated differently, 
what percentage of earnings should be 
paid out in dividends? These two factors 
—a reasonable dividend rate and. the 
- proper amount or rate to be retained in 


the business—are basic determinations 
for the cost of equity capital. Most of the 
controversy on cost of capital has related 
to these two issues. 


Some rate-of-return analysts are not 
content with a liberal over-all cost of 
capital which includes an allowance for 
earnings ranging from 20 to 30% in ex- 
cess of dividend requirements, but add 
another amount to make sure the rate 
of return will attract capital. This 
second allowance is not associated with 
an adjustment for inflation. Without 
this additional allowance the formula is 
said to result in a “‘bare-bones” cost of 
capital or a minimum rate of return. 
Such an allowance should be seriously 
questioned. When a utility company’s 
total invested capital—debt, preferred 
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and common equity (including 20 to 30% 
retained earning)—has had an annual 
cost computed in harmony with familiar 
principles of corporation finance and 
with generally accepted principles of 
rate regulation, it is most difficult indeed 
to accept this percentage rate as a “‘bare- 
bones”’ cost of capital and as not repre- 
senting a capital-attracting rate of return. 


Judicial Tests of Costs of Capital 


When cost of capital is not differenti- 
ated from the term “‘fair rate of return,” 
it has been defined as a legal concept and 
generally represents the dollar amount 
which a public utility is entitled to earn 
on its investment. This concept of cost of 
capital, while in the interest of the con- 
sumer, cannot become a confiscatory 
rate, nor can it impose on the rate 
payer rates for the utility services which 
are unduly high or discriminatory ac- 
cording to regulatory standards. 

The term cost of capital used as fair 
rate of return is commonly expressed as 
the ratio of earnings, after operating ex- 
penses, depreciation and taxes, to a pre- 
determined rate base. However, this 
percentage figure should be adequate in 
amount of dollars to pay interest and 
dividends on the company’s debt and 
preferred stock, and also to provide a 
return to common stock equity “com- 
mensurate with returns on investments in 
other enterprises having corresponding 
risks.” These requirements have been 
well stated in the general language with 
which all informed persons are familiar, 
namely: ‘‘The return should be reason- 
ably sufficient to assure confidence in the 
financial soundness of the utility, and 
should be adequate, under efficient and 
economical management to maintain and 
support the company’s credit and enable 
it to raise the money necessary for the 
proper discharge of its public duties.” ® 


6 Bluefield Waterworks & Improvement Company vs. Public 
Service Commission of West Virginia. 262 U. S. 679-695. 


Mr. Justice Douglas, speaking for the 


- United States Supreme Court in Federal 


Power Commission v. Hope Natural Gas 
Company, 320 U. S. 591, 603, stated: 


From the investor or company point of 
view it is important that there be enough 
revenue not only for operating expenses, but 
also for the capital costs of the business. 
These include service on the debt and divi- 
dends on the stock. By that standard the 
return to the equity owner should be com- 
mensurate with returns on investments in 
other enterprises having corresponding risks. 
That return, moreover, should be sufficient 
to assure confidence in the financial integrity 
of the enterprise, so as to maintain credit and 
attract capital. The conditions under which 
more or less might be allowed are not im- 
portant here. 


If cost of capital is covered as defined, 
it would be adequate for a corporation 
to (1) maintain the market price of 
common stock at a reasonable level 
above its book value; (2) permit the 
accumulation of a sound surplus account 


after payment of reasonable dividends 
on common stock; and (3) permit the 
company to maintain a proper capital 
structure, with common stock constitut- 
ing such a percent of total capital as will 
give reasonable protection to the various 
capital components and yet maintain 


adequate borrowing power. Moreover, 
a cost of capital adequate to attract 
capital to a public utility enterprise is 
obviously closely related to whatever rate 
of return an investor would anticipate 
from alternative investments of reputedly 
comparable risk. 


Cost-of-Debt Capital 


An analyst usually finds no difficulty in 
determining the cost of debt or even pre- 
ferred stock capital with reasonable pre- 
cision. The cost of debt capital ac- 
quired through bonds, debentures, or 
certificates of indebtedness at the time of 
origmal investment in the enterprise, 
may be expressed by the ratio of con- 





r the 
ederal 
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tractual interest to the amount paid by 
investors to obtain the prospect of that 
‘interest return. Actual fixed charges to 
the enterprise is the price to investors 
plus the financing costs incurred by the 
utility so it might raise the debt capital. 
The dollar figures are then converted into 
percentages of debt as measured by the 
net contribution which the utility com- 
pany has received.” Such actual or ex- 
perienced costs, commonly expressed as 
annual costs, are factual and unchanged 
during the term of the contracts. 

The inclusion of such items of un- 
amortized discounts, and call premiums 
on retired bonds and preferrred stock as 
part of the actual or experienced costs of 
debt capital has in the past created con- 
siderable controversy. These costs are of 
decreasing consequence at the present 
time and in the future will have less sig- 
nificance since most discounts and call 
premiums were incurred years ago and 
will have been properly amortized. 

The arguments for including such ad- 
justments as part of the actual costs of 
capital run as follows: 


(1) On the basis of logic it is necessary to 
make an allowance for the selling expenses, 
unamortized discounts and call premiums on 
retired bonds and retired preferred stock that 
were charged to surplus for bookkeeping 
purposes, but that would not yet have been 
amortized under a regular program of amor- 
tization over the periods prior to the original 
dates of the retired stocks and bonds. 

(2) In computing a fair rate of return, these 
old discounts and call premiums should now 


7 The method in computing the actual fixed charges plus 
the cost of financing will be illustrated with the Pacific 
Telephone and Telegraph Company’s twenty seven 34%% 
debenture issue of $35,000,000 November 15, 1952. 


101.533 
$35 ,536 ,550 
144,941 
Proceeds less corporate costs: 
Dollar amount 


Price to public 
Yield to maturity. 
Flotation cost 


be restored to surplus even though they were 
actually charged off as a loss at the time when 
the old securities were retired. ~ 

(3) The company’s current accounts cannot 
be relied upon to determine the costs for a 
rate case because they fail to give the true 
investments of the stockholders. Rather than 
charging off as a loss the payment of call 
premiums, they ought to be treated as a sort 
of “intangible investment” — an investment 
in the cancellation of the costly stock and 
bond contracts. 


Arguments against these adjustments: 


(1) Present and future consumers should not 
be required to contribute through a higher 
rate of return for the call premiums, discounts 
and expenses that have actually been charged 
to surplus ten, twenty and thirty years ago. 
(2) The rates of return that the company has 
enjoyed under commission regulation should 
be deemed to constitute full compensation 
for the payment of these call premiums, dis- 
counts and expenses that have been charged 
to surplus years ago in conformity with the 
rules of the commission. 

(3) The company gained financially by such 
redemptions of bonds and preferred stocks or 
such action would not have been taken. 

(4) If an allowance is made for these costs 
then the pay-out ratio should be proportion- 
ately increased, since these erosions of equity 
have usually been restored to surplus by re- 
tention of earning in the past. 


In rate cases, a few rate-of-return wit- 
nesses have contended the allowance for 
costs of outstanding issues of senior capital 
—bond interest and preferred dividends 
—should be based, not on charges actu- 
ally incurred for the securities then out- 
standing, but rather on the hypothetical 
costs of doing senior financing under 
current conditions of the bond and stock 
market. There is merit in this position 
under the logic of a reproduction-cost 
theory of rate making; and it has debat- 
able arguments on a “fair value” rate 
base, which gives some, though not con- 
trolling weight to reproduction valua- 
tions. 


However, in computing the actual cost 
of capital to a given utility, the purpose 





90 LAND ECONOMICS 


is to determine, as Professor Bonbright 
has stated, “‘not what the capital would 
cost if it had to be secured de novo, but 
rather what it really does or will cost 
in view of fact that much of it has been 
secured at an an earlier date and under 
market conditions differing from those 
prevailing today. In determining fair 
rate of return, commissions are. more 
concerned in finding what the present 
utility needs in order to meet interest 
and preferred dividend requirements.” ® 


In respect to the acquisition of new 
debt and preferred stock capital, this 
reproduction cost approach is relevant, 
since the costs thereof are determined by 
reference to the current capital markets. 
The yields at which utility bonds and 
preferred stocks with similar risk charac- 
teristics are currently sold on the market, 
with proper adjustments for financing 
costs, will represent the cost of new senior 
capital to the enterprise. A good indica- 
tion of the probable cost of new debt 
capital can be obtained by studying the 
current market yields on the outstanding 
bonds of the utilities under consideration. 


Another approach for estimating the 
current cost of debt capital which the 
company expects to acquire in the near 
future is to study the history and behavior 
of bond yields in general and particularly 
bonds with the same ratings for the given 
company’s outstanding bonds. ‘Sources 
for this information are Moody’s and 
Standard and Poor’s average yield on the 
variously rated utility bonds. 


Use of Moody’s and Standard and 
Poor’s bond yields requires an upward 
adjustment of several yield points to 
represent the cost of flotation. © Differ- 
entials between yield at offering price 

* Testimony of Dr. J. C. Bonbright, Commonwealth 


Edison Company in Illinois Commerce Commission Case 
No. 41130. 


and the net cost to the given company 
measure cost of flotation. 


As indicated above, the cost of pre- 
ferred stock capital is calculated in much 
the same way as debt, namely, on the 
basis of a fixed prospective dollar return 
per dollar of capital. The cost of such 
capital at the time of original investment 
is measured by the ratio of the stated 
annual dividend to the amount paid per 
share by the investors. To this actual 
or experienced cost is generally added 
charges for unamortized discounts or 
credits for unamortized premiums, un- 
derwriting and corporate costs, and 
possibly unamortized call premiums 
charged to surplus. Preferred stocks 
commonly are expected to be outstand- 
ing for an indefinite period, thus the 
prices paid by investors represent a 
capitalization of prospective dividends as 
though they are to be paid indefinitely. 


There is no entirely satisfactory method 
of determining on the basis of currently 
issued preferred stock the probable cost 
of additional preferred stock capital to a 
given company. Where a company has 
preferred stock outstanding, and there is 
active trading on the market, the yield 
on such stocks constitutes reasonably good 
evidence of the probable cost of addi- 
tional preferred capital to the company, 
provided some allowance is made for 
issuing or flotation costs. 


Cost of Common Stock Capital 


The cost of capital acquired through 
the issuance of common stock is the 
really difficult problem of estimating 


over-all cost of capital. The first diffi- 
culty arises from the absence of any 
fixed contractual annual rate of divi- 
dends; and secondly, from the necessity 
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of an earning allowance in excess of 
current dividend requirements. ° 

The absence of a fixed rate of dividends 
sometimes has led to the statement that 
common stock capital has no cost to the 
enterprise. Such a definition identifies 
cost with a contractual or fixed expendi- 
ture and contends that no cost is experi- 
enced in the absence of such a cash 
dividend. 

Common stock, like preferred stock 
and bond investment, represents an ex- 
change of current money, by investors, 
for an expected payment of future mone- 
tary returns. A common stock makes no 
contractual ‘“‘promise”’ of future payment, 
but the basis of a stock investment is 
similarly the discounted future expected 
returns. The essence of the position of 
common stockholders is that they receive 
the residual earnings—the balance that 
may remain after interest, preferred divi- 
dends, and all other prior requirements 
have been provided. A portion of such 
residual earnings may be paid out as 
dividends while the balance is retained 
for the stockholders in the business. 

The market price of common stock 
capital at the time of origina! investment 
in the utility is measured by the rate at 
which expected dividends and the pros- 
pective price appreciation were capi- 
talized in the open market. The actual 
proceeds to the firm, as in the case of 


* The allowance tor adequate earnings, including retained 
earnings on common stock equity, depends to a great extent 
on the capitalization of the firm. These earnings are de- 
signed not only to insure an adequate return to common 
stockholders, but also to provide a safety factor for the 
bonds and preferred stock. It is generally agreed that the 
protection which a corporate bondholder has, as well as the 
protection to a preterred stockholder, depends to a con- 
siderable extent on the amount of common stock which the 
common stockholders have in the corporation. The amount 
of common stock money in the corporation supports and 
protects the amount of money the bondholders and preterred 
stockholders have in the corporation. Protection for bond- 
holders and stockholders may also be measured by the 
number of times the corporation earned fixed charges on its 
bonds and preferred stock. At the same time, the common 
stockholder’s risk is higher where his investment is small 
compared to the amount of bonds and preferred stock 
outstanding. 


debt and preferred stock capital, is the 
price less the flotation costs incurred. 

It is clear, however, that the actual or 
experienced cost of common stock capital 
is not necessarily reflected in the account- 
ing records. It must be imputed, since 
the prospective return to common stock 
investors is measured by the composite 
evaluations on the open market (without 
considering fixed income contracts). 
Market prices of stock are free to move 
upward or downward according to in- 
vestors’ evaluation of the reward offered 
in earnings or dividends. In evaluating 
earnings or dividends the investor habitu- 
ally considers many factors, such as 
stability of earnings, the level of return 
in comparison with that afforded in 
other fields of investment, the ease of 
liquidating the investment, the possibility 
of capital gains and losses, the security 
of both return and principal and many 
others. The market price of stock 
then reflects the sum total of all in- 
vestors’ expectations and _ evaluations. 
Consequently, an analyst cannot rely on 
any current dividend rate, with or with- 
out allowance for surplus earnings as a 
direct measure of the cost of equity capi- 
tal. In fact, he must estimate current 
cost of equity capital on the basis of 
probable future changes in corporate 
earnings, and dividend payments— 
changes owing to economic conditions 
and to regulatory actions. 


As mentioned in a paragraph above, 
one test for determining a capital- 
attracting return on common stock equity 
is an amount adequate to maintain the 
market price of common stock per share 
at a reasonable level above book value. 
Some analysts have urged that during 
periods of prosperity the so-called capital- 
attracting return should be ample to 
provide for a greater excess in the market 
value of corporate stock over its book 
value. Since there is no accepted formula 
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by which this required excess of market 
value over book value can be determined, 
it is a common practice of the analyst to 
make an additional allowance above 
minimum cost or bare-bones cost-of- 
equity capital as a means of encouraging 
a sizable excess in the market values of 
comumion stock over the book values. In 
estimating the earnings per share that 
will achieve this objective, analysts 
have considered several essential rela- 
tionships. The first of these is the divi- 
dends-price ratios of the particular stock 
under review as well as of the stocks of 
comparable utility companies. 


To illustrate the computation of this 
ratio, if a stock has an average market 
value of $150 and the annual dividend is 
$9.00, the yield or ratio is 6% ($9.00 
divided by $150). This ratio represents 
the yield received by the investor at the 
average market price. Insofar as in- 
vestors are guided by dividends’ yields 
ai.y change in the dollar dividend will, in 
general, be reflected by a corresponding 
percentage change in the market price, 
so that other things being equal the divi- 
dend yield will remain fairly stable re- 
gardless of changes in dividends. These 
ratios should cover representative periods 
of operation. Ratios used on a “spot” 
basis, for a period of a month, or even a 
year, might produce very unsatisfactory 
results. Prices of utility stocks of the 
most stable type are influenced by short- 
run considerations—threats of war, tax 
legislation, changing governmental regu- 
lations, strikes, elections—all affect stock 
prices in one way or another. For divi- 
dend yields or earnings-price ratios to be 
really significant they must be considered 
over a sufficiently long period of time for 
the abnormal and unusual pressures to 
average out. 


It is manifestly impossible to consider 
dividend requirements as an unadjusted 
measure of the cost of common stock 


capital. As already mentioned something 
over and above dividend requirements 
should be carried to surplus. Hence the 
cost of equity capital in terms of dividends 
must be adjusted upwards by the applica- 
tion of a fair pay-out ratio—the percent- 
age of earnings the company pays out in 


- dividends. In other words, it is necessary 


to assume that dividends are some reason- 
able percent of earnings, or that the 
dividends-price ratio is a reasonable per- 
centage of the earnings-price ratio. If 
25% or 25 cents on the dollar for retained 
earnings is assumed as reasonable the 
derived earnings-price ratio (before con- 
sideration of flotation costs) would then 
be 8% (6% divided by .75 the pay-out 


ratio.) 


The second essential element in esti- 
mating earnings per share on common 
stock is the earnings-price ratio. It 
reflects the percentage relationship be- 
tween the reported annual earnings per 
share and quoted market price. The 
use of this ratio usually implies that in- 
vestors tend to buy stocks on the basis of 
earnings rather than on the basis of 
dividends. In comparison with dividend 
yields, earnings-price ratios provide the 
more direct, though not necessarily the 
more reliable method of measurement. 
If a study shows that the earnings-price 
ratio per share of a given utility com- 
pany has been running consistently at 
approximately 8%, or that stock has been 
selling at approximately twelve and one- 
half times reported earnings, it follows 
that the stock will continue to sell at 
approximately its book value if future 
earnings per share amount to 8% on 
book value. 


The earnings-price ratio is increased to 
allow for flotation costs and underpricing 
or “pressure.” The computation of the 


allowance is relatively simple. Assum- 
ing an 8% earnings-price ratio and a 





COST OF CAPITAL IN PUBLIC UTILITIES 93 


10% . allowance, the adjusted ratio is 
8.89% (8% divided by .90). 

In computing either dividend yields or 
earnings-price ratios, market prices are 
generally the average of the high and the 
low for the month or the year. Dividends 
per share are the actual dividends re- 
ported. Earnings per share are usually 
based on the average number of shares 
rather than the number of shares out- 
standing at the end of the year. Market 
prices are usually related to earnings of 
the same year. Some critics have urged 
the procedure of making the market 
quotations “lag” the year of comparable 
earnings on the basis that informed in- 
vestors will not be influenced by these 
earnings until they have been entered 
into the income statements. However, 
informed investors have a good idea of 
the general trend of earnings before they 
are published. 


In recent rate cases, rate-of-return wit- 


nesses have employed with reliable appli- 
cation during periods of rapid capital ex- 
pansion a variation of the earnings-price 


and dividends-price methods. It differs 
from the usual earnings-price technique 
in that reported earnings and dividends 
per share are related, not to the price 
quotations of ordinary stock transactions, 
but rather to the net prices from new 
issues, after all expenses, received by the 
companies. All stocks offered, whether 
through preemptive rights or through 
underwritten offerings, are computed on 
an “‘earnings-net-proceeds” or “divi- 
dends-net-proceeds” basis. Such a pro- 
cedure eliminates the time required and 
expense of determining underpricing and 
cost of financing since this ratio already 
reflects these costs. This procedure must 
be used carefully, however, in order to 
assure that some new stock issues were not 
purposely underpriced to the old stock- 
holders below the actual price that could 
have been obtained in the market. 


While both dividends-price and earn- 
ings-price ratios (including éarnings-net- 
proceeds ratios) are useful tests in esti- 
mating cost of equity capital, they must 
be used with care because of certain 
limitations in proof of an adequate rate of 
return to attract capital. The most 
serious limitation is the fact that these 
ratios are based on past earnings rather 
than on the basis of anticipated future 
earnings. The mere fact that a current 
or recent dividend-price ratio may be 
extremely low or high—say 4% or even 
7%—does not prove investors’ accep- 
tance of or demand for such a continuous 
return on their investment. The pur- 
chaser of stock at an extremely low yield of 
4% may realize the situation is the result 
of unusual circumstances such as a strike, 
or on the basis of an anticipated increase 
in the dividend rate, or the purchaser 
may even be counting on the receipt of 
valuable stock ‘“‘rights’” to future sub- 
scription privileges as a sort of “melon” 
to his quarterly dividends. It is also 
probable that a utility has deficient earn- 
ings, and has taken steps by filing for in- 
creased rates to correct this situation and 
that the market price reflects the expecta- 
tions of favorable commission action. 
When the estimated cost or return on 
equity capital is derived from the average 
of these ratios over extended periods of 
time, the limitation is not too serious. 
The analyst can, however, consider sub- 
jectively the extent to which investors 
might be “discounting” expected in- 
creases or decreases in utility earnings. 


Both dividends-price and earnings- 
price ratios should be considered by the 
analyst. Exclusive reliance upon either 
is likely to lead one astray. Insofar as it 
is true that investors buy securities be- 
cause of the dividends paid, earnings 
in excess of dividend requirements are of 
doubtful value as an inducement to in- 
vestors. A utility could determine its 
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own cost of capital by adjusting the per- 
centage of earnings paid out in dividends. 
Under these circumstances the earnings- 
price ratio is not indicative of the cost of 
equity capital. 

In some cases, such as the American 
Telephone and Telegraph company, the 
| dividends-price ratio is probably the best 
measure of the cost-of-equity capital. A 
long history of stable dividend payments, 
through ‘“‘thick and thin,” may create a 
presumption that the same rate of divi- 
dends will continue for the indefinite 
future. Investors are buying the stock 
primarily because of the fixed rate of 
dividends. Such dividends are in a 
sense a quasi fixed charge and may be 
compared with interest charges and pre- 
ferred stock dividend requirements. 
There would still remain the problem of 
the proper allowance for retained earn- 
ings. 

There seems to be clear reason to be- 
lieve that investors buy utility stocks 
largely on the basis of dividends. At 
least the securities market favors stocks 
with high dividends-payout ratios over 
stocks of companies reporting the same 
earnings but paying low current divi- 
dends. Several statistical studies, includ- 
ing one made by E. W. Clemens and the 
author, as witnesses in an earlier case be- 
fore the Washington Public Service Com- 
mission, bear out this conclusion. In the 
February issue of this Journal, Professor 
Clemens demonstrated that market prices 
of utility common stocks are influenced 
more by dividends than they are by 
earnings. !° 

The Proper Payout Ratio 

The third factor in arriving at the cost 
of equity capital by the indirect method 
of determining an adequate current rate 


of dividends is estimating a proper allow- 
ance for a payout ratio. It is mathe- 


10 Land Economics, February 1954, p. 34 & 35. 


matically dependent upon the dividends- 
price and earnings-price ratio so that 
anyone of the three can be determined if 
the other two are known. This ratio 
reflects the practices of utility companies 
to retain part of their earnings in order 
to build up the company’s surplus ac- 
count. Obviously something over and 
above dividend requirements is neces- 
sary in times of prosperity. 

In studying the payout ratios of the 
different utility industries over a period of 
years one should note the wide difference 
in practices among the utility industries 
and that companies within each industry 
differ materially among themselves on 
this point. The author’s studies reveal 
one thing in common among all utilities, 
namely, a postwar tendency to retain for 
credit to the surplus account a greater 
part of earnings on common. stock 
equity. This tendency was more preva- 
lent in the electric industry than in the 
other utility industries, owing to the fact 
that prior to 1946 rather drastic write- 
downs in book values resulted from origi- 
nal cost accounting for plant required by 
the Federal Power Commission. 


The common practice in determining 
the proper payout-ratio is to calculate the 
typical ratio of each industry over a 
period of years, and hence the representa- 
tive “‘good practices” of each for com- 
panies with similar capital structures. 
For purposes of true comparison, how- 
ever, it would seem necessary to show 
historically the percentage of dividend 
payout for each utility both in relation 
to reported annual earnings and in rela- 
tion to earnings after giving effect to 
direct surplus charges. Such a study 
shows that, for the American Telephone 
and Telegraph Company, the percentage 
of dividend payout is not substantially 
different whether it is based on the re- 
ported earnings or on the net surplus 
earnings for each year. For the period 
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1928 to 1952, the weighted average per- 
cent of dividends to reported earnings was 
approximately 94% while the percentage 
of dividends of available surplus earnings 
averaged 98% for the same period. This 
close relationship is not true, however, 
for other telephone companies or for 
other utilities because companies other 
than the Bell System have had substanti- 
ally larger charges to surplus. For ex- 
ample, Class A and B privately-owned 
electric utilities for 1937 to 1952 in- 
clusive paid in common dividends, ex- 
pressed as a percentage of reported 
common earnings, an average of 73%; 
but expressed as a percentage of common 
earnings less direct surplus charges, an 
average of 86%. For the period 1948 to 
1952 however, the average was 77%, thus 
reflecting smaller charges to surplus for 
purposes other than dividend payments. 


While past and current payout ratios 
are useful as a test for proper future 
ratios they are not conclusive. One must 
arrive at a ratio that can be justified 
from the standpoint of utility manage- 
ment and the long-run interest of the 
consumer. 


The question of the amount of re- 
tained earnings in a public utility rate 
case is difficult because it is designed to 
serve at least three purposes. The first is 
a retention of earnings to offset what has 
been called an “erosion” or impairment 
of surplus resulting from direct surplus 
charges. In other words, reported in- 
come of public utilities has exceeded the 
actual income. Reference has already 
been made to the decade prior to 1946 
for the electric industry when it was faced 
with the necessity of making write-offs to 
adjust property accounts to original cost 
and for other reasons. These charges 
were often more than the retained earn- 
ings and amounted to a considerable 
percentage in most years. In addition to 
these write-offs, a large part of non-re- 


current charges to surplus during recent 
years was due to accounting losses result- 
ing from the redemption of bonds or 
preferred stocks called prior to maturity 
for purposes of refunding at lower rates 
of interest or dividends. Despite these 
heavy drains upon the surplus account, 
the policy of retaining approximately 
25% of earnings before these charges 
was adequate to building up the sound 
financial standing of the electric industry. 


The second purpose of an allowance 
for retained earnings is to make the divi- 
dend record more stable than the earn- 
ings record. This is generally done in the 
interest of securing a good market for 
common stock. Thus in prosperous 
years some part of the net income should 
be retained in order to avoid the pattern 
of a dividend rate which the company 
would have to abandon as soon as the 
going becomes harder in_ recession 
periods. There is no established formula 
to determine what part of income of a 
utility should be reserved for dividend 
stabilization purposes. Theoretically, the 
net income over a long period, including 
a complete business cycle, should ex- 
actly balance the required dividend for 
the period, but the inability to forecast 
accurately the element of uncertainty 
and risk will warrant the management 
in playing safe and building up an ade- 
quate surplus for the lean years. The 
actual amount of the allowance depends 
upon informed judgment. 


The third objective for a larger allow- 
ance for retained earnings is to meet new 
capital requirements by internal financ- 
ing rather than by issuing additional 
securities. It is contended that the addi- 
tional return going to the common stock- 
holders owing to the earnings on the 
increased assets will compensate the 
stockholder for his additional investment 
and the consumers will have the benefit 
of lower capital costs due to the savings 
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in flotation expenses and the saving in 
dividends because of a smaller number of 
shares of stock. 


In fairness to the consumers the pro- 
visions for earnings in excess of dividend 
requirements must be estimated care- 
fully. If the estimate is too generous 
there is danger that a higher rate of return 
will be demanded on the rate base en- 
hanced by the surplus earnings. There 
is logic in this double counting concept 
depending upon the liberality of the 
dividend rate. Stockholders who are 
receiving a cash return of around 6% on 
their utility investment can hardly be 
classed as a group who is sacrificing divi- 
dends today in order to build up savings 
for tomorrow. Furthermore, surplus 
accumulation or “‘ploughed-back profits”’ 
are a source of capital secured by a 
company without cost of financing. 
Since it is believed investors are buying 
stocks on the basis of dividends, is it not 
more economical to maintain a policy 


of higher payout ratios and raise capital 
through the issuance of new stock at 
higher prices rather than through re- 
investment of earning? A high payout 
ratio of dividends is currently believed to 
minimize the over-all cost of capital. 


From that viewpoint then the retention 
of earnings would seem to be needed only 
to the extent deemed proper for “rainy” 
days and to stabilize dividends. A review 
of the security markets from 1947 to date 
certainly indicates the ability of the 
public utility industry to attract capital 
amounting to approximately 50% of the 
total annual volume of corporate financ- 
ing. Hence the market has, with a high 
degree of consistency, tended to place 
higher values on public utility earnings 
paid out regularly in dividends than on 
earnings retained for credit to surplus 
account. However, there is a segment of 
the market which is not inclined toward 
the heavy discounts on retained earnings 


—a group that is anticipating a gradual 
increase in the value of their stock hold- 
ings. To attract investors of this charac- 
ter (who invest for capital gains) might 
in the long run require a larger retention 
of earnings than that necessary to tide over 


the poor years and to stabilize dividends. 


Problem of the Actual or Assumed 
Capital Structure 


In the application of the cost of capital 
formula, a primary problem concerns the 
choice of an appropriate capital structure. 
The assumed or actual capital structure 
determines the relative weight to be given 
to debt, preferred stock, and common 
stock components of total cost of capital. 
Since equity capital is more expensive 
than debt capital, a large amount of 
equity capital will, within certain limits, 
increase the over-all cost of capital for 
the company. 

The capital structure not only affects 
the total cost of each component of 
capital, but also the rate required for 
each component. As already stated, the 
cost per dollar of equity capital tends to 
increase with an increase in the percent- 
age of debt in the capital structure. It 
has been claimed that as the debt ratio is 
increased both the rate of interest on the 
funded debt and the capital-attracting 
rate of return on the equity capital will 
increase so as to preclude any net reduc- 
tion in the overall cost of capital. It is 
true that beyond some rather indeter- 
minate point, changing from time to 
time and from company to company, an 
increase in debt ratio will increase the 
rate of interest at which new bonds can 
be marketed and will raise the capital- 
attracting rate-of-earnings on common 
stock. Most statistical studies coming to 
the writer’s attention indicate that within 
a limit beyond any debt ratio generally 
contemplated in a rate case, the cost 
reducing effect of an increase in the debt | 
ratio more than offsets any cost increas- 
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ing effect of a higher interest rate and a 

higher earnings-price ratio. For the 

| Bell System, statistical studies seem to 

indicate the cost of debt capital will not 

increase materially until the ratio ex- 
ceeds fifty percent. 
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Figure I shows for eleven Bell System 
Companies whose bonds .are actively 
traded that the yield rises only slightly, 
.06 percentage points, when the percent- 
age of debt increases from 20 percent 
to 50 percent. 
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Source: Schedule 7, Exhibit No. 103, by Witness James K. MacIntosh before the 
Public Service Commission of California in the Pacific Telephone and Telegraph 


Company Case. 


In order to show the relationship be- 
tween dividends-price and earnings-price 
ratios and the percentage of common 
stock equity in the capital structure, a 
study was made of 115 operating electric 
utility common stocks. These utilities 
were divided into three groups according 
to the percentage of their capital struc- 
ture represented by common stock and 
surplus. The dividends-price and the 
earnings-price ratios were computed for 
each of these groups. It will be seen from 
the table that there was a declining cost of 
capital measured by either standard as 


Application No. 33935, February 1954. 


the percentage of common stock equity 
increases. 


TABLE I1I—Drviwenps-Price AND EARNINGS-PRICE RATIOS 
As AFFECTED BY THE PERCENTAGE OF CAPITAL STRUCTURE 
REPRESENTED BY ComMMON StTocK AND SurP.us* 


Percentage Average 
Common Common 
Stock and Numberot Stock and Average Average 
Surplus Companies Surplus D/P Ratio E/P Ratio 
Up to 30% 51 26.7 6.57 9.52 
30-40% 40 34.5 6.33 9.28 
Over 40% 24 48.3 5.99 8.10 
* Source: Bear, Stearns & Company, May 1951, based on 
prices as of the end ot April 1951. 


Another obvious conclusion can readily 


be drawn from this table, namely, that 
generally speaking the higher the per- 





98 LAND ECONOMICS 


/ centage of common stock equity, the 
greater the percentage available for the 
payment of dividends. 

In the August 1953 issue of The Analysts 
Journal is an article entitled ““The Stand- 
ard Dividend Concept for Electric Utility 
Companies.” Mr. Leason presents a table 
using a sliding scale of suggested dividend 
payments from recent earnings. He 
refers to the suggested dividend payout 
as the “standard dividend” to differenti- 
ate it from the actual dividend payout: 


Common Standard 


Common Standard Common Standard 
stock dividend 


stock dividend __ stock dividend 
equity payment equity payment equity payment 
20% 50% 34% 71% 48% 88% 
21 51% 35 72% 49 89 

22 53 36 74 50 90 


23 54% 37 75% «Stl 91 

24 56 38 77 52 92 

25 57% 39 781, 53 93 

26 59 40 80 54 94 

27 60% 41 81 55 95 

28 62 42 82 56 96 

29 63% «43 83 57 97 

30 65 44 84 58 98 

31 66% «45 85 59 99 

32 68 46 86 60 & 100 

33 69% 47 87 over 
While analysts might take issue with 
Mr. Leason’s table, particularly with the 
100% payout when common stock equity 
is 60% or over, no one could seriously 
| question the principle that dividend 
payout may be substantially increased as 
the common stock equity becomes a 
greater proportion of total capital. 

Many analysts and public utility com- 
missioners contend that the determina- 
tion of a proper capital structure is a 
function of management and hence that 
they are precluded from the adoption of 
a hypothetical or ideal capital structure. 
Certainly management has the right to 
determine its own capital ratio, subject to 
such regulation thereof as may be exer- 
cised by regulatory authority. But where 
the existing capital structure is. clearly 
unsound or “extravagantly conserva- 
tive” so as to impose excessive capital 
costs on the consumers of the service, then 
an analyst or a commission has to substi- 


tute an estimate as to what the capital 
cost would be under non-existing condi- 
tions for what it actually is or will be in 
view of prevailing and future conditions. 


Furthermore, the impact of high rates 
of federal income taxes may require 
some change in viewpoint as to what 
constitutes a reasonable debt ratio. Let 
us compute the percent of earnings re- 
quirement whicn is necessary to cover 
both a 6% return and income taxes at 
two different levels and a debt ratio of 
say 50% with a 3% interest rate. With 
federal income taxes of 38%, $8.76 is 
required to cover taxes and the 6% 
return. If federal income taxes are in- 
creased to 52%, then $10.88 are required. 
Thus with federal income taxes being 
passed on to the consumer, which is 
necessary if a reasonable return is to be 
earned, the heavy increase in charges for | 
taxes and return is such that it would 
seem more desirable to increase the debt 
ratio above the one more acceptable if 
income taxes were at a lower rate. Back 
in the 1920’s and 1930’s income tax rates 
were about 13 to 15%; and in the 1940’s 
they ranged from 38% to 40%, while 
currently the rate is 52%. Inasmuch as 
interest on debt is deductible in comput- 
ing federal income tax liability, if a 
company is earning a relatively constant 
rate of return on total capital after in- 
come tax, it follows that as income tax 
rates increase it becomes easier to carry 
higher debt ratios. 


In view of the objection to the use of a 
percentage debt ratio against which there 
is applied an estimated average rate of 
earnings on common stock equity, an- 
other plausible method would base the 
estimated over-all rate of return not on 
the average debt ratio of the period under 
review but rather on the average absorp- 
tion ratio. The absorption ratio is the 
percentage of income available for fixed 
charges that is absorbed by the fixed 
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charges. It is similar to the factor ‘‘times 
interest earned.” An average absorp- 
tion rate of 25% would mean that fixed 
charges have been earned four times. 

For purposes of determining a reason- 
able capital structure when the com- 
pany’s actual structure is not used, a 
common practice among analysts is to 
compare one utility industry with an- 
other. The most common comparison 
is the electric utility industry and the 
Bell Telephone System. In fact, Bell 
System witnesses strive for a lower debt 
ratio than would be acceptable for a 
large utility doing a predominantly 
electric business on the grounds of greater 
volatility or sensitivity to changes in the 
business cycle. Space will not permit full 
discussion of this controversy. Yet 
recent studies.on this subject indicate 
that too much emphasis has been given 
to the relatively higher degree of vola- 
tility of telephone companies compared 
with electric companies. The evidence 
does not justify the Bell System in striving 
for a one-third debt ratio as being equiva- 
lent to an approximate 47% for the 
electric industry, based on relative vola- 
tility of the two industries. The higher 
operating ratios of the telephone business, 
even when income taxes are excluded, 
combined with higher payroll ratio are 
claimed to create a vulnerability to 
sudden adverse changes in demand for 
service, or in operation costs, which are 
considered to be greater than that faced 
by an otherwise comparable electric 
utility. 1 

These studies, based on variations 
in the rate of return for the Bell System as 
compared with fifty large electric Com- 
panies for the period:1930 to 1952, do not 
show any significant difference in vulner- 
ability or volatility. 

Cost of Financing and Underpricing 


Costs of flotation or financing of stock 
are-not too difficult to determine from the 


actual or estimated corporate costs of the 
company under review. Such costs— in 
the form of underwriters’ discounts and 
commissions as well as company ex- 
penses—will normally be incurred in the 
issuance of new stock. There is, how- 
ever, an additional factor of importance 
to consider as a cost element, namely, 
underpricing or pressure. Pressure is the 
possibility that a large offering of new 
stock might depress the market below the 
normal price indicated by the day-by- 
day transactions in the market. 


When a company makes a pre-emptive 
offering of new stock, it offers this stock 
not to the general public in an arm’s- 
length transaction, but to its own share- 
holders as a sort of family arrangement. 
The offering price is usually set below the 
market price that has prevailed previ- 
ously on the old stock and even below the 
price that is expected to prevail when the 
new stock goes “‘ex-rights.”” Hence there 
is created a valuable privilege of which 
the old stockholder can take advantage 
either by subscribing for the new stock at 
less than its worth or else by selling his 
subscription rights for exercise by some- 
one else. 


The problem then is to determine 
whether the offering price of the new 
stock through preemptive rights develops 
market pressure in respect to the 
price of the outstanding stock of the 
company which is offering additional 
stock. The procedure in measuring the 
amount of pressure is rather technical. 
First the market price is taken for the 
stock of the company issuing rights two 
days or more before the first announce- 
ment. The Dow-Jones Utility averages 
of prices would likewise have to be taken 
and for the same day. The average price 
of the stock plus the rights during the 
period the rights were being traded 
would then be computed, and the Dow- 
Jones average would also be computed for 
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the day. There would then be developed 
the percent change in the price of the 
stock, plus rights, at the average price 
contrasted with the price of the stock two 
days before the announcement of rights. 
The percentage change would then be 
adjusted, eliminating any general mar- 
ket movement indicated by the Dow- 
Jones utility average, and the figure ob- 
tained after adjustment would presum- 
ably represent the amount of pressure or 
depression which was occasioned as the 
result of the offering of rights. 

To state this in more simple terms—it 
means that before the announcement was 
made, stock was selling at a price X. 
Now the question is—did the stock go up 
or down in price after the announcement 
that more stock was going to be offered. 
In order to determine this, one has to 
assume that if the stock went down in 
price, and the whole market price went 
down, as reflected by Dow-Jones average, 
then the stock did not go down because 
of pressure. Therefore the adjustment 
would indicate whether the stock price 
went up or down in greater amount than 
did the general market price. 


The main point of controversy in this 
procedure is the use of the average de- 
cline in prices of stocks and rights from 
the starting price two days or more be- 
fore announcement of the issue. Several 
witnesses contend for the lowest price 
decline rather than the average decline. 


The result of a detailed study of 
electric utilities which the writer pre- 
sented in a case in 1952 disclosed that 
there was a tendency for pressure to de- 
velop and that on the average for these 
companies the stock tended to depress 
the market about 3% percent. The 
average percent of flotation cost to total 
proceeds was roughly 2.35%. The com- 
bined effect of pressure and cost of 
financing amounted to approximately 


6%. 
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The propriety of including an allow- 
ance for “‘pressure” in the cost of capital 
has been questioned, particularly in light 
of the ambiguity which surrounds it and 
in light of the fantastic claims sometimes 
made to its amount. From one point of 
view the risks inherent in the short- 
term fluctuation of the value of common 
stock investments can be regarded as 
nothing more than one of the risks nor- 
mally assumed by investors. It is cer- 
tainly known that common stocks fluctu- 
ate in value, and it is obviously true that 
a thriving, prosperous company needs 
new capital. It is also assumed that there 
is injury to the common stockholder. 
When a company has paid substantial 
dividends, and has in addition accumu- 
lated a large surplus upon which investors 
are permitted to earna reasonable return, 
it is very questionable, according to a 
few critics, whether there has been any 
real injury to the investors that should be 
recognized in computing the cost of 


capital or rate of return. Finally, it has 
been contended that a substantial amount 
of pressure, if it actually exists, has been 
recognized in the use of earnings-price 
and dividends-price ratios without any 


adjustment. Market prices would have 
been depressed because of the additional 
sale of stock, but the decline in the 
market value of the stocks would have 
been accounted for in these ratios. 
Impact of Inflation 

Nearly all utility witnesses appearing 
before federal or state commissions in the 
last few years devote a large part of their 
testimony and exhibits to obtaining addi- 
tional compensation for inflation. In 
addition to the hundreds of pages of 
testimony stressing the need for an in- 
flationary adjustment numerous articles 
have also appeared in newspapers, maga- 
zines and journals. The literature on 
the subject has become voluminous and 
vociferous, yet the issues remain about the 
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same. Occasionally, we get a fresh point 
of view about this now somewhat hack- 
neyed controversy. 

Two basic methods, with variations in 
each, have been employed to compensate 
for inflation. One method is to convert 
the original capital investment by a price 
index into dollars of the current year. 
The difference between the two would 
represent inflation. Usually the adjust- 
ment is applied to the equity capital 
portion rather than the entire invested 
capital. In most cases the adjustment 
covers the period from 1940 to the date 
of the hearing. In one case in 1950, 
however, the adjustment was carried 
back to the 1850’s, antedating the period 
of commission regulation.!!_ The second 
and more common method is to adjust the 
rate of return for price changes by leaving 
the property accounts in terms of original 
costs. 

Space will not permit analysis of all 
the issues dealing with inflation, hence 
the discussion will be confined to the 
major issues presented in rate cases in 
which the writer has participated. The 
problem of depreciation, extremely im- 
portant and controversial during periods 
of inflation, will receive only passing 
reference. 

A general appraisal of the testimony in 
these cases is somewhat difficult largely 
because of the chameleon-like position of 
a few of the witnesses. In the earlier 
cases, Company witnesses stressed the 
need of an adjustment for inflation in 
order to attract capital. As the months 
and even a few years passed, with utilities 
and particularly electric and telephone 
companies raising huge amounts of debt 
and common equity capital at amazingly 
low yields or low costs, witnesses would in 
later cases emphasize the prediction that 
we are heading for a_ progressively 


1 J. Rhodes Foster, The Washington Water Power Case 


No. U8398, witness before The Washington Public Service . 


Commission 1951. 


greater inflation for years to come. 
As the recession hit us with its-increasing 
unemployment and the declining pro- 
duction and sales, these dips were 
characterized by witnesses as minor 
business cycle adjustments and of no 
particular concern to regulatory com- 
missions. Finally, company witnesses 
with more economic and academic train- 
ing, are stressing the need of an adjust- 
ment in order to maintain the economic 
integrity of investors’ capital. This is 
applying the concept of “‘fairness” to old 
stockholders. Unless regulatory commis- 
sions allow an adjustment in return to 
the current purchasing power of the 
dollar, there is, according to witnesses, an 
unfair expropriation of the real value of 
the property and investment of old 
stockholders. 


While there is variation in emphasis in 
the discussion of inflation, the testimony 
is essentially to the same effect, namely, 
that the purchasing power of the dollar 
has declined from 50% to 53% and that 
inflation is a one-way street. The argu- 
ments could be paraphrased accordingly. 
Because the purchasing power of the 
dollar has declined about 50%, the “real”? 
capital of an investor is impaired, pre- 
sumably, by the same amount, unless it 
is compensated for in some form by an 
upward adjustment. With respect to the 
return on the investment, it must, in 
theory at least, be increased in the same 
proportion that the purchasing power of 
the dollar has declined. Thus, the $9 
dividend which an American Telephone 
and Telegraph Company investor has 
received for, let us say, twenty years, 
would now have to be increased to $18 
to receive the full purchasing power he 
had on his original investment. This 
result would be accomplished by re- 
valuing his investment to give the same 
return he originally received. If in 1934 
the stock originally cost $114 with $9 
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dividend, or roughly an 8% return, it 
would now become $228, which at 8% 
yields $18. 

This adjusted return in terms of 
current dollars is still short of protecting 
the integrity of the stockholder’s invest- 
ment, because these dollars are invested 
in property and plant. This plant is 
being used up and at a later date must be 
replaced. If it is replaced in kind, it will 
now cost double the investment. There- 
fore, depreciation cannot be computed on 
cost, the standard practice in utility 
regulation, but rather on the adjusted 
value to cover the full cost of plant con- 
sumed because of inflation. Hence, 
with the return adjusted to an index of 
purchasing power and depreciation in 
the same manner, the investor will be at 
all times in precisely the same relative 
position in terms of purchasing power as 
he was at the time of his original invest- 
ment in 1934. 

The impression is also given in these 
cases that the utility applying for a 
rate increase is relatively in serious finan- 
cial difficulty and that unless relief is 
granted by this additional adjustment 
there will be a “‘flight of capital’’ to other 
industries which offer the greatest hedge 
against inflation. 

No one will question the fact that the 
purchasing power of the dollar has de- 
clined to about 50% and that the $9 
dividend of A. T. & T. Company and 
the dividend of any company will not 
buy as much as previously. By the same 
token. if the stock of any company is sold 
the amount received will not have the 
same purchasing power as in earlier years. 


This condition is not something new. 
Inflation is a problem we have faced 
since we evolved from a barter to an ex- 
change economy. Whenever an invest- 
ment is made in a so-called ‘“‘fixed in- 
come” or “limited income” type of in- 
vestment, the purchaser takes the risk of 'a 
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decline in the value of the dollar. This 
is true of practically all fixed interest and 
dividend investments and of all common 
stocks of regulated utilities which are in 
whole or in part a “‘fixed income”’ type 
as a result of monopoly privilege and of 
regulation. 

Most company witnesses proposing in- 
flationary adjustments are in virtual 
agreement that the present inflation is 
here to stay. The following statements 
from actual cases will indicate una- 
nimity that inflation is a one-way street: 
“Inflation in some degree has been the 
habitual economic condition of the na- 
tion since its infancy and probably of 
other nations since the invention of 
money. The problem exists in its aggra- 
vated form at the present time and every 
indication points to its continuance into 
the indefinite future.” !* 

Another witness, in differentiating be- 
tween the present inflation and past 
inflation, claims: ‘“‘This inflation is es- 
sentially non-deflatable, in that it has 
been permanently cemented into our 
economic and social economy.” “The 
price increases resulting from monetary 
inflation which has dwarfed in magnitude 
past cyclical fluctuations is a one-way 
street.”!8 Ail indications are, according 
to this theory, that for the foreseeable 
future inflation will continue with spiral- 
ing of wages and prices, and thus the 
accompanying decline in the purchasing 
power of the dollar. 

According to testimony presented in 
the Michigan Bell Telephone Company 
case we have little fear of a major reces- 
sion or a depression in the future because 
of (1) the basic changes in our economic 
structure such as the size and assumed 
permanence of the federal debt, (2) the 

12 Arthur B. Cannon, witness, Washington Public Service 


Commission vs. The Pacific Telephone & Telegraph Company 
Case No. U8600, 1953. 

1s Mr- Jackson Martindell, witness, Utah Public Serout 
Commission vs. Mountain States Telephone & Telegraph Com- 
pany Case No. 3833, Jan. 1953. 
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strong and positive action of the federal 
government to combat recessions and 
(3) the improbability of general reduc- 
tions in. wage rates. 4 

For an economist to predict into the 
unforeseeable future the trend of price 
movements is professionally dangerous. 
Such a prediction would involve in part 
predicting the course of our international 
relations. 

Even if we were to concede to this 
long-run theory, it has questionable 
bearing on the present problem facing 
regulatory commissions. They are not 
fixing rates at these hearings for the long 
run—but rather from one to two years in 
the future, judging by the frequency of 
applications for rate increases. Therefore, 
it is essential to analyze the cyclical 
movements of prices. 


At the present time there are powerful 
economic and political forces working 
against inflation as well as in favor of it. 
Banks and insurance companies and in- 
vestor organizations are pushing for curbs 
against inflation. Pensioners and the 
aged are vociferous against rising prices. 
Leading business men recognize that in- 
flation in the long run may be destructive 
of the free enterprise system. 


Professional forecasters are now widely 
agreed that general business is going 
through a downward readjustment. The 
“confidence boom” of previous years 
appears to have ended. Forecasters now 
seem to be divided on whether business 
will take a mild drop and then recover or 
a sharp and continuous drop in the fol- 
lowing six months or a year. At least it 
should now be admitted there is a set of 
opposing economic forces working which 
will tend to drive prices and wages down 
rather than up. One of the important 
factors then is the therapeutic effect of 
government controls on business activity 


“Dr. J. K. Langum, witness, Michigan Public Service 
Commission vs. Michigan Bell Telephone Company, June 1953. 


and whether such controls can offset the 
forces tending to create a recession. Even 
though the controls may stop a recession 
from the depths of the last depression, the 
accepted theory that the chart of infla- 
tionary progress is a series of peaks and 
valleys and that each peak will be equal 
to or higher than the last can certainly be 
challenged. While the depression of the 
1932-33 type is not considered probable, 
there should be no disposition to dismiss 
what is happening in unemployment, 
price declines, etc., as the simple adjust- 
ment to “normal” price and employ- 
ment levels that were prevailing the last 
year or two. 

The fact that the economy is operating 
at a higher plateau of prices than those 
prevailing in 1935-39, at depression 
levels, is no clear justification for adjust- 
ing utility rates to the higher plateau, 
particularly when it appears that prices 
are stabilizing or beginning to decline. 
During the great depression of the ’30’s 
no company witness urged a downward 
adjustment in utility rates as a deflation- 
ary action. 

Another factor that should be con- 
sidered is the fact that in modern in- 
dustrial societies, improvements in tech- 
nology, management, and labor produc- 
tivity tend strongly toward falling unit 
costs and hence lower prices when war- 
time disruptions do not offset them. 


If inflation is a one-way street, then it 
becomes a condition of national im- 
portance and a serious problem. The 
solution of the problem should not be 
imposed on the various state commissions 
to create additional classes of people, 
the common stockholders, to free from the 
impact of a nation-wide inflation. Why 
should investors in stocks of regulated 
utilities be given different treatment, 
better or worse, than those who have 
invested in life insurance, in government 
bonds, savings accounts, pension funds or 
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corporate bonds generally? Many com- 
missions have recognized this phase of 
the problem and have even questioned 
the right within their legislative mandate 
to make adjustments for inflation. As 
stated by the Utah Public Service Com- 
mission in the Mountain States Tele- 
phone and Telegraph Company Case 
No. 3939, in 1953: ‘“‘Nor do we believe 
it was the intention of the legislature in 
writing the public utilities act to em- 
power or require this Commission to take 
action that would make utility stock- 
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holders free from the impact of the 
economic forces at work in this country.” 

In exhibits of company witnesses have 
appeared elaborate charts supported by 
tables designed to show the upward 
secular trend in prices since about 1895. 
Some of the charts begin with the year 
1940. From these charts are drawn the 
conclusion that inflation is a series of 
peaks and valleys, and with a constant 
upward spiral of prices. In order to 
present the history of prices in the United 
States, we have prepared Chart II, 
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entitled: ‘‘United States Wholesale Price 
Movements, Bureau of Labor Statistics, 
All Commodity Index, 1801 to 1952.” 
It is an index with 1926 prices taken at 
100. The use of the wholesale price 
index is not intended to reflect the best 
measure of changes in purchasing power. 
It was the best available index for the 
entire period from 1801 to 1952. The 
use of the consumers’ price index would 


not materially change the trend of prices 
over the period. The chart shows first 
that the great rises in prices have been 
uniformly associated with wars. That is 
true of the peak in 1814 following the war 
of 1812, the peak of 1865 following the 
Civil War, the third peak in 1920 fol- 
lowing World War I, and the peak in 
1951, which followed World War II, 
accentuated by the Korean crisis. 
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A notable feature of the chart is the 
long-time downward trend of commodity 
prices between the wartime periods. 
For example, between 1814 and 1861, 
while there were minor ups and downs, 
the long-run trend is definitely down- 
ward. Similarly, between 1865 and to 
the eve of World War I, general prices 
again declined and remained at a low 
level. After World War I prices again 
started the downward trail with a sharp 
chasm in the depression of 1929 and the 
early 1930’s. Not until the outbreak of 
the European War in 1939 was there a 
notable increase in prices. It should also 
be observed that, after 1948, prices 
again started downward, but were re- 
versed by the Korean crisis of 1950-1951. 
Will it take another military crisis to stop 
the present decline? 


Analyses of the data supporting the 
chart clearly indicate that, on a conserva- 
tive estimate, years of downward drift of 
prices exceed years of rising prices by 
two to one. Furthermore, there are fun- 
damental economic forces that account 
for these downward trends in the price 
structure between wartime periods. 


Another observation of this chart 
would indicate a downward trend in 
prices from 1801 to 1895 and, as pre- 
viously stated, an upward trend from 
1895 to 1952. One might also draw a 
free-hand downward trend from 1920 to 
1933 and a an upward trend from 1933 to 
1953. The important feature of this 
chart lies in the fact that an economist 
cannot ignore historical facts, that after 
every war there has been a sharp and in 
most instances a devastating depression. 
It took about eleven years before the real 
break came after World War I—we are 
but nine years from World War II. 
After studying this chart one wonders 
why analysts start adjusting for inflation 
in 1940. Why not start with 1932 and 
adjust for a complete cycle so that the 


high purchasing power of the dollar 
during the depression offsets the inflation | 
of the postwar years or, to state it differ- 
ently, when dividends were worth 200 
percent rather than 50 percent. 

It should also be pointed out with 
respect to the chart that public utility 
properties are not acquired at any one 
price period but at various levels. Con- 
sequently, the amounts appearing in the 
plant accounts of public utilities will 
normally represent properties acquired 
in times of high prices and in times of low 
prices. Moreover, the greatest expansion 
experienced by the telephone and electric 
industries, and probably most utility in- 
dustries, occurred during the last eight 
years. The expansion was at relatively 
high prices measured by most periods in 
the history of the utility industry. With 
substantial amounts of plant investment 
made at or near the peak of prices, it 
would not take much of a decline in 
prices in the future to make replacement 
cost not much different, or even less, 
than book cost. With respect to Pacific 
Telephone and Telegraph Company, it is 
pertinent to know that average net tele- 
phone plant had increased from $355,- 
128,000 in 1940 to $1,159,215,000 in 
1952, an increase of 226%. 


Attraction of Capital 


It has been contended that unless the 
impact of inflation on utility investments 
is given proper recognition by regulatory 
bodies in fixing rates, utilities will not be 
able to attract capital on reasonable and 
equitable terms in comparison with non- 
utilities. '5 

Statistical evidence seems to b-"e this 
contention for the facts disclos. that 


18 Witness, Jackson Martendell, testified as tollows in 
Utah Public Service Commission vs. Mountain States Tel. & Tel. 
Co., p. 23: “In my judgment, the effect of inflation on utility 
investments must be given proper recognition by regulatory 
bodies in fixing rates if utilities are to be able to attract 
capital on fair and equitable terms in competition with non- 
utility industry.” 
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there is sufficient confidence in the stocks 
of most public utilities as evidenced by 
the amounts of capital that have been 
raised during the inflationary period. 
Since 1945, American Telephone & 
Telegraph Company has raised approxi- 
mately 3 billions of dollars of common 
stock capital. Stockholders have in- 


creased from 683,897 on December 31, 
1945 to 1,220,509 on December 31, 1952. 
Surely these 500,000 new stockholders 
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who furnished the additional equity 
capital were aware that price levels had 
increased and that inflation had occurred. 
Further, it should be emphasized that the 
other costs of rendering utility service 
such as labor, materials and supplies, 
depreciation and taxes are included in 
operating expenses. 

Other utilities have been able to 
attract capital during the postwar period 
as reflected in Table IV. This table 


TABLE IV—NeEw Corporate IssuEs IN THE UNITED STATES: New Caprrav (000’s) 








1946 


1947 


1948 


1949 


1950 


1951 


1952* 





Stocks: 


Public Utilities 
% Public utilities to total... . 


Bonds and Other Debt: 


Public Utilities 


$1,480 ,347 
142,884 
9.65 


$2 ,084 ,093 
674 ,919 


$1 ,233 ,089 
283 ,637 
23.00 


$3 ,597 ,956 
1,751,564 


$ 912,286 
378 ,979 
41.54 


$5 ,351 ,738 
2,506 ,526 


$ 973,643 
706 ,794 
72.59 


$4,186 ,986 
1,849,531 


$1 ,232 ,397 
725 ,098 
58.84 


$3 ,338 ,142 
1,608 ,566 


$1 ,651 ,654 
774 ,504 
46.89 


$4 ,478 ,657 
2,058 ,197 


$1,578,901 
766 ,036 
48.52 


$5 ,088 ,420 
2,171 ,661 


% Public utilities to total... 32.38 48.68 
Total Stocks, Bonds and 


Other Debt: 


46.84 44.17 48.19 45.95 42.67 





$3 564,441 
817 ,804 
22.94 


$4 ,831 ,046 
2,035 ,202 
42.13 





% Public utilities to total... 








$6 ,264 ,025 
2,885 ,505 


$6 ,667 ,322 
2,937 ,698 
44.06 


$4,570,539 
2,333 ,665 
51.06 


$6,130,311 
2,832,701 
46.20 


$5,160 ,629 
2,556 ,326 


46.06 49.54 

















1 Includes railroads; public utilities; iron, steel, coal, copper, etc.; equipment manufacturers; motors and accessories; 
other industrial and manufacturing; oil, land, buildings, etc.; rubber; shipping; investment trusts, trading, holding, etc. 


and miscellaneous. 


Source: The Commercial and Financial Chronicle, Volume 173, Number 4993 dated March 12, 1951. 
Source: The Commercial and Financial Chronicle, Volume 176, Number 5165 dated November 3, 1952. 


* For eleven months ending November 30, 1952. 


reveals the new capital raised by corpo- 
rate security issues in the United States in 
the years 1946 to 1952. It shows a break- 
down in dollars and percentages of these 
issues for stocks, bonds and other debt, 
and the total. Referring to the lower 
total section, it will be seen that, in 1946, 
utilities raised only 22.94% of the total 
new capital; but each year until 1951 
there has been an increase in the per- 
centage. In 1952, utilities raised 44% 
of the total new capital. 


It is also interesting to note the pro- 
portion of total stock capital raised by 


public utilities over the period. In 1946 
the percentage was 9.65%. It rose 
steadily to a peak of 72.59% in 1949, 
dropped in 1950 and 1951, but increased 
again in 1952, making up 49% of the 
total stock financing. If inflation has 
affected or will affect the position of 
utility stocks, the market has already re- 
flected it and a proper cost of capital gives 
weight to inflation insofar as it had an 
effect on the market for common stock. 
The contention that utilities cannot 
attract capital without any special adjust- 
ment for inflation is belied by the facts. 
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In the Michigan Bell Telephone Case 
of February 1954, a witness contended 
that public utilities have raised such a 
large percentage of new capital issues 
simply because retained earnings have 
been so low in comparison with non- 
regulated businesses that they have been 
forced to secure their funds from the 
security markets. Obviously, many non- 
regulated companies do much of their 
financing through surplus or retained 
earnings. But such firms are not com- 
parable with public utilities with their 
monopolistic characteristic, their heavy 
fixed investment, their high debt ratios, 
and low fixed-capital turnover. Many 
of these non-regulated companies are 
relatively small, with completely different 
operations, and many are closely-held 
corporations where it is the usual practice 
to plow back the earnings. Because of 
the small percentage of fixed capital to 
total capital and hence of rapid turnover 
of capital, these non-regulated firms can 
finance out of earnings. While the non- 
regulated business enterprises as a group 
may have provided better protection 
against the inflation, they are generally 
more vulnerable during depression 
periods as evidenced by the depression 
of the ?30’s. 


Company witnesses have also de- 
veloped an array of exhibits comparing 
stock prices, dividends and earnings of 
the public utilities with industrial com- 
panies with the view of seeking an in- 
crease during the inflationary period of 
1940 to 1952. In these exhibits they show 
that during this inflationary period the 
company seeking a rate increase and, toa 
lesser extent, other utilities were unable 
to maintain there “real” income and 
values. Therefore, it is loudly claimed 
that utilities must have an upward ad- 
justment in the rate of return so that 
common stockholders would be com- 
pensated for inflation and would receive 
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an income of more or less constant pur- 
chasing power. Here the question is 
posed of whether this near constant pur- 
chasing power can be achieved by the in- 
flationary adjustment as suggested. ¢ 
Such a plan seems incapable of realiza- , 
tion, at least in the short run. As | 


Professor Clemens developed in theMay— ~/c8. 


issue of this journal, the reason for this is 
the fact that the formula consists of two 
variables, the cost of money and the in- 
flationary adjustment based on prices. 
‘The inflation adjustment standing alone 
would probably give the investor an in- 
come of constant purchasing power, but 
it would not necessarily do so if it were 
coupled with the cost of money computed 
from market yields. Investors would 
merely discount expected inflation or de- 
flation and bid up, or bid down, the 
price of the stock accordingly. Conse- 
quently, under conditions of expected in- 
flation, yields would be lower than other- 
wise, and under conditions of expected 
deflation, yields would be higher. Only 
if the market anticipated no change 
in the price Jevel, in future income, or in 
future institutional arrangements would 
the equity investor’s actual income be 
adjusted to purchasing power. This 
process of discounting would in effect 
constitute an exchange of present earn- 
ings for future earnings.” 

In the long run, witnesses who support 
this view are probably correct in arguing 
that the return would move upward with 
prices. However, it must be emphasized 


16 A full picture has not been presented in the method of 
determining whether an investment in a particular public 
utility common stock has kept pace with inflation by com- 
paring the current market with its price at an earlier date or 
with the price of an industrial stock. The value of “rights” 
must also be considered. Public utilities, in contrast with 
industrials, have raised a high percentage of their tunds 
through issuing rights to stockholders to subscribe to addi- 
tional stock or to debentures convertible into stock. These 
rights have value. Thus, the mere comparison of market 
prices at two different dates or of a utility with an industrial 
company would ignore the value of the rights which have 
been issued and the earnings that have accumulated on 
these rights over the years. 
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that “‘a cyclical pattern would be imposed 
upon the income flow; income would be 
lower in times of expected inflation, 
higher in times of deflation.” 

Because of the changes in future ex- 
pectations and other factors these cyclical 
variations seem more significant for 
utility regulation than secular trends. 
The market cost of common stock capital 
is certainly not constant, and in the short 
run is subject to even greater variations 
than the general price level. The effect 
of an inflationary adjustment would be 
to give the equity investor a real income 
that was sometimes less and sometimes 
more than his monetary return. 

Another important factor for con- 
sideration is the effect of an inflationary 
adjustment on utility securities. Such an 
adjustment would likely change the basic 
characteristics of utility securities. In- 
vestors in public utilities, particularly in 
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the Bell System and electric utilities, are 
seeking stable incomes and security of 
investment, whereas investors in manu- 
facturing companies are willing to take 
greater risk. The latter may be con- 
sidered a more speculative type of in- 
vestor, for they are seeking income not 
only through dividends but through the 
increased value of stock which comes 
during the prosperity periods of the 
business cycle. If appreciation in value 
of income is fairly well assured, existing 
income is likely to be capitalized at a 
very low rate, but if there is any great 
element of uncertainty about the ex- 
pected appreciation, the opposite is 
likely to be true. To illustrate the signifi- 
cance of this statement, Chart III was 
prepared to show the rates of change in 
net income for the manufacturing com- 
panies and public utilities for the years 
1929 through 1949. Net income has been 
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converted to an index with 1929 taken 
as 100. This chart shows clearly the 
relative stability of public utility net 
income as compared with the net in- 
come of the manufacturing industry. 
When general business activity slackens 
most manufacturing industries are swept 
along by the crowd. Telephone and 
electric industries give just a little. 
Manufacturing industries might be 
classed as “‘feast or famine”’ industries in 
that they starve for income during de- 
pressions but earn abundantly during 
prosperity. 

From a peak of approximately $206 
million in 1929, net income of A. T. & T. 
Company fell, at its lowest point in the 
depression, to about $100 million in 1933 
and increased to about $347 million in 
1950. Since then, net income has in- 
creased to $407 million in 1952. Electric 
utilities declined from a high of $596 mil- 
lion in 1930 to $391 million in 1934 
and raised to $832 million in 1950. 
On the other hand, the net income 
of manufacturing companies, at its low 
point, was wiped out almost entirely. 
From $3.4 billion in 1929 the net income 
of the manufacturing companies plum- 
meted to $45 million in 1932. 


As stated above, adjusting the rate of 
return or the rate base in accordance 
with changes in the price level would 
probably cause the stocks to fluctuate 
even greater than the general price 
level. Under such conditions the effect 
would be to give the equity investor a 
real income that was sometimes more 
and sometimes less than his monetary 
income. 


Economic Integrity or ‘‘Fairness to 
Stockholders’ 


Apart from the foregoing questions in- 
volving the secular trend, the attraction 
of capital and the effect of an inflationary 
adjustment on the basic characteristic of 
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utility stock, there remains for discussion 
the fundamental allegations of fairness 
and equity to utility stockholders. The 
assumption that a utility needs protection 
against inflation, not only as a basis to 
attract capital but on the basis of fairness 
to stockholders, is an allegation that has 
never been affirmatively proved. In fact 
the evidence points to the contrary. For 
a witness to take a position on the issue of 
fairness raises several fundamental prob- 
lems that transcends the particular ques- 
tion in controversy in a rate case. First, 
how can an economist in his professional 
capacity measure fairness? § the criteria, 
so far as utilities are concerned, that the 
return be kept equal to an average of 
indices which measures purchasing power 
or that the return be made comparable 
with non-regulatory industries? What 
period of time should be used in deter- 
mining inflation or deflation? Should not 
the analysis be made for a complete cycle, 
so as to include periods of prosperity and 
depression? To give the common stock- 
holder an inflationary adjustment for the 
period of 1940 to date, completely ignores 
the higher rewards they received during 
the depression when the return greatly ex- 
ceeded the purchasing power of money. 
If an inflationary adjustment is based 
primarily on “fairness and equity,” why 
adjust only the common stock capital? 
While some writers weakly admit that 
the adjustment should apply to bond 
holders and preferred stockholders, no 
mention is made on the witness stand 
urging an adjustment in interest rates or 
dividends beyond the contractual rates 
which have been computed for these 
groups. The fact that bond holders con- 
tracted for the going rate does not 
maintain their financial integrity. Per- 
haps it is recognized that the purchasers 
of utility bonds, usually institutions, do 
not want a _purchasing-power bond. 
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They are looking for secure dollar in- 
comes. 

Another basic question is whether, and 
on what grounds, an investor in a public 
utility industry, or in any non-regulated 
industry, has valid grounds to complain 
of “unfair” treatment when he bought 
the stock with his eyes open and with the 
general knowledge that he would assume 
certain risks. Perhaps the older investors 
who bought stock before the Hope Case 
in 1944 could allege unfairness today 
because the Court did not hold fast to 
the old-fashioned ‘‘fair value” rule of 
ratemaking—a rule which when applied 
would give them a partial inflationary 
hedge. He could hardly be classed as one 
deceived as to the terms of his investment 
or that he had been treated unfairly be- 
cause the Court did not keep faith with 
his idea of evaluating property when he 
made his original investment. 

Proponents of this theory would give 
inflation protection when they know that 
the new stock, despite the inflationary 
provisions, would be and has been 
readily purchased by individuals, who, 
for some reason or another, prefer this 
stock over stocks of some industrial or 
manufacturing corporation. Under such 
a theory, investors in utility stocks would 
receive protection against their own 
blunders and ignorance, even though 
they are perfectly willing to take their 
chances on the future of the dollar. On 
the other hand, a deflationary adjustment 
following a peak period of rapid ex- 
pansion during high prices, might lead to 
financial embarrassment in operation 
under a reduced rate of return adjusted 
downward for the deflation. 

In view of the foregoing discussion an 
upward adjustment in the recommended 
cost of equity capital for inflation is un- 
necessary. 


(1) There are no grounds for predicting 
with any confidence that inflation will occur 
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in the one or two years ahead, or the immedi- 
ate period for which the rates are to govern. 
The past behavior of prices and the increas- 
ing unemployment indicate falling prices are 
more likely than rising prices for the cyclical 
period under consideration in rate cases. In 
short, it would in our judgment be quite in- 
appropriate for a commission to adjust the 
company’s rates on the mere assumption that 
the long-run trend of prices is “inevitably 
upwards.” 

(2) A proper estimate of the cost of equity 
capital especially on a net-proceeds basis gives 
substantial consideration to the costs incurred 
in raising the millions of dollars of equity 
capital by utility companies—all raised dur- 
ing a period of rapidly rising prices. 

(3) Utility company common stocks are in 
effect a fixed or limited income type of 
security and have long been so regarded. 
Any theory which would increase common 
stock earnings of these companies simply be- 
cause of general price increase would attach 
many of the market characteristics found in 
industrial stocks. The great mass of utility 
company stockholders have bought the stock 
for secure investment purposes because of the 
market stability and regularity of dividends. 
It would seem questionable to adopt a finan- 
cial policy which could change stockholder 
investment to many similar characteristics of 
industrial issues. 

(4) Investors purchasing stocks in most 
utility companies have thereby discounted the 
inflation. Dividend yields and earnings-price 
ratios will reflect investors’ evaluation of the 
market. 

(5) Rights issued by utility companies from 
time to time do give investors additional value 
and in the long run may permit substantial 
appreciation. 

(6) Proper estimate of cost of equity 
capital gives a substantial cushion of earnings 
which with accumulated earnings on the 
surplus increment gives stock added value 
over its book cost. 


With respect to the loss of purchasing 
power, one cannot deny that stock- 
holders who have held stock of public 
utilities for a long period, along with 
those who directly or indirectly receive 
income from the company’s indebtedness, 
have suffered a loss of purchasing power 
of their incomes as a result of the infla- 
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tionary periods through which we have 
passed. Unfortunately, there is no way 
by which the commission could make 
good those losses with even reasonable 
regard to ‘“‘justice” to different groups. 
The creditors have of course no chance 
of recouping. Adjustments that would 
reimburse the common stockholder who 
bought his stock before these infla- 
tionary periods would necessarily entail 
giving wholly undeserved gains to those 
many who purchased stock in more 
recent years. It includes all those who 
have taken up the very large amounts of 
common stock that have been issued in 
recent years, and those who in recent 
years have purchased stock in the open 
market. It must be remembered that 


these people have purchased their stock 
with already depreciated dollars, and a 
sharp rise in their dividend, designed to 
compensate for the inflationary losses of 
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long-time stockholders, would present 
these persons with wholly. undeserved 
windfalls. Such adjustment, moreover, 
would shift part of the loss from inflation 
to the consumers, many of whom have 
not shared in the inflationary gains of 
the past year. 

Finally, any such action on the part of 
a regulatory commission would seriously 
unsettle regulation. It would strengthen 
the very inflationary forces against which 
representatives of the companies warn us. 
Principles such as those proposed by wit- 
nesses urging an inflationary adjustment, 
like those urged by proponents of “‘fair 
value” or ‘‘reproduction cost,” if con- 
sistently carried onward into the future, 
as they should be if they are recognized 
in rate cases, would in fact endanger the 
future stability of companies in times 
of falling prices and hopelessly confuse 
the regulatory process. 





Land Reform in Boliviat 
By EDMUNDO FLORES* 


OX the second of August, 1953, in the 
village of Ucurefia, Department of 
Cochabamba, the Cabinet and the Con- 
stitutional President of the Republic 
signed the Decree that provides the legal 
and economic basis for the agrarian re- 
form. 

Why is it that the first agrarian reform 
of the Andean countries took place in 
Bolivia? What is the nature of this 
reform and what will be its foreseeable 
effects on the economy of the country? 
Will the emancipation of the Bolivian 
Indian and his more active participation 
in national life have continental or 
regional repercussions? ‘These questions 
cannot be answered easily, yet it appears 
to be useful and timely to consider them 
in relation to the recent developments in 
Bolivia. 

Among contemporary economists, it is 
widely accepted that agrarian reform is 
practically an unavoidable step in the 
evolution and development of an agri- 
cultural country. There are even schools 
of thought that, from a_ teleological 
plane, refer to it as a “historical impera- 
tive.” Obviously, a discussion of the in- 
evitability of agrarian reform in the ab- 
stract would be sterile, but the study of its 
causes and its effects requires the most 
careful attention. 


In order to pursue a legitimate and 
purposeful course of inquiry, it is necessary 


ft An earlier dratt of this paper was published in Spanish in 
El Trimestre Economico, July-September 1953, Mexico. The 
writer has benefited in this subsequent revision by many 
helptul comments. Special thanks in this regard are due to 
Carter Goodrich, Wilfred Morton, John Carman and 
Arthur Karasz from the United Nations Technical Assistance 
Mission to Bolivia and very particularly to Kenneth Parsons 
ot the University of Wisconsin. The ideas expressed in this 
article are the sole and exclusive responsibility of the 
author and in no way should be interpreted as the viewpoint 
ot Food and Agriculture Organization. 

*Food and Agriculture Organization of the United 
Nations. 


to frame the phenomena of agrarian 
reform in a time and a place; to look for 
its roots in the past; to appraise its present 
significance, and to project its pre- 
dictable consequences into the future. 


Historical and Economic Background 


The outstanding facts that created a 
favorable environment for the enactment 
and application of the agrarian reform 
in Bolivia are: the changes brought about 
by the Chaco War (1932-1937); the 
political effects of the liberal and some- 
times radical ideas taught in some of the 
universities of the country; and, finally, 
the exaggerated concentration of eco- 
nomic and political power in the hands of 
large land and mine owners. 

The Inca Empire, the Conquest, the 
War of Independence and republican life 
with its monotonous coups d’état, its 
military juntas and its other classic mani- 
festations are the common heritage of 
the three Andean countries, Bolivia, 
Ecuador and Peré. This heritage by 
itself lacked the necessary elements for 
the emergence of a progressive and 
dynamic land tenure pattern or, for its 
drastic alternative, agrarian reform by 
direct political action and by decree. 

The first major difference between the 
evolution of Bolivia and that of the other 
Andean countries is the Chaco War. The 
war broke up the lethargy in which the 
country had vegetated and set in motion 
a chain of new developments. Faced 
with adversity and defeat, the ‘white 
man” and the Indian looked and behaved 
very much alike. 

Though a fiasco the war effort galvan- 
ized the country into action and broke, 
or at least cracked, the prevailing rigid 
caste system. Afterwards, it was im- 
possible to restore the structure that had 
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prevailed in the past. The stony im- 
mobility of the Indian could not be main- 
tained once he left the lands that had 
been his only horizon. He began to be 
attracted by the city, where he became a 
“cholo” and climbed several steps up the 
social ladder, or to the mines where he 
lost his ties with the community and 
ceased psychologically to be an Indian, 
becoming rather a second-class citizen. 

The “white man” could not preserve 
his previously unquestioned supremacy. 
Gradually a slow process of social 
capillarity began to take place. The 
traditional misery and abandonment of 
the Indian assumed a new character; it 
became a symptom of “‘social unrest”” and 
was no longer considered as his inevitable 
condition. 

The liberal ideas which were studied 
and discussed in the universities acquired 
more convincing tones and provided the 
ideological foundations for new and 
active political parties. The doctrines of 
the great social movements of the past 
gave a universal context to the doubts and 
aspirations. born during the war. New 
parties formed by students emerged on 
the political scene and exerted great 
pressure in favor of change. 

An almost incredible concentration 
of power was in the hands of the three 
mining companies which for many years 
ruled Bolivia in a most inept and 
irresponsible fashion. To these, the 
landholding class played a comfortable 
second fiddle while enjoying the per- 
quisites of a wealthy aristocracy. 

The grim history of their use of power 
is recorded by unbiased sources: 


“It suffices to refer to the reports of the 
Magruder Mission, the Bohan Mission, the 
Escudero Mission, the Bloomfield Mission, or 
the more recent Keenleyside Mission. In 
these reports there is mention of the deficient 
hygienic and industrial conditions main- 
tained by the companies; the complete dis- 
regard of legal provisions concerning housing 
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for workers . . . .; the malnutrition of the 
miners by the enforcement of ‘dangerously 
low’ wages (according to the Magruder 
report); the employment of women and 
children in mining work, in conditions of 
complete lack of safety; the use of systems in 
the operation of the mines that were unad- 
visable both from a technical and from a 
health viewpont. [According to the esti- 
mates of the Caja de Seguro at present, 30% 
of the miners have silicosis]; the systematic 
refusal of the companies to comply with labor 
court decisions and the use of armed violence 
to solve social conflicts.” 


The possibility of developing resources 
other than the minerals of the country 
was almost completely neglected during 
the rule of the companies. 


*‘Patifio, Hochschild and Aramayo not only 
refused to invest their profits in the establish- 
ment of new industries, but even in their own 
activity, they limited themselves to the pro- 
duction of concentrated ore .. . . they re- 
fused systematically to build smelters in 
Bolivia,” thus accentuating the dependence of 
our economy on the control of foreign 
smelters.”’® 


The Political and Economic Reorganization 
of Bolivia 

On the 9th of April 1952, the Movi- 
miento Nacionalista Revolucionario 
came into power for the second time in 
the history of the country and gave con- 
tinuity to the policies begun by the 
Villaroel régime (1943-1946). Their 
economic policy was practically written 
and defined by the very problems of the 
country. Its formulation could not be 
simpler nor its application more difficult. 
As a long term goal their aim was to im- 
prove the living conditions and to in- 
crease the level of income of the miners, 
the peasants and the almost non-existent 


1“E] Libro Blanco de la Independencia Econémica de 
Bolivia,” Subsecretaria de Prensa, Intormaciones y Cultura. 
Deparatmento de Publicaciones. La Paz, Bolivia: 1952, 
pp. 70-71. 

2 Although tin smelting in Bolivia has posed serious tech- 
nical problems which recently have been solved on a pilot 
plant scale. 

8 op. cit., p. 124. 
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middle class. The first step was to 
apply vigorous measures to destroy the 
economic power of the mining companies 
by the nationalization of the mines; the 
second, the agrarian reform. Both meas- 
ures were undelayable imperatives, not 
only from their eventual value as eco- 
nomic reforms, but primarily as guaran- 
tees of political survival. A third step was 
to extend the vote to all the Indian 
population regardless of literacv. 

Any party really concerned with the 
development of the country and its welfare 
had to begin that way. If the Movi- 
miento Nacionalista Revolucionario had 
failed to do so, its political position would 
have been most ambiguous and subject 
to attacks, criticisms, and eventual over- 
throw from both the left and the right. 

The expropriation of the mines took 
place the 31st of October of 1952, ap- 
proximately six months after the govern- 
ment came into power. The nationali- 
zation of the mines had the support of 
most of the population. It was conceived 
not only as a necessary measure of politi- 
cal strategy, but also and preponderantly, 
as the vehicle that would give the gov- 
ernment the necessary financial resources 
to pay for other social reforms, especially 
the agrarian reform. 

In a speech made several months be- 
fore nationalization, President Paz Es- 
tenssoro said: 


‘From the very first day, we maintained that 
the utilization of the natural resources should 
benefit Bolivians, through the nationalization 
of the mines. We also favoured agrarian 
reform, which would bring forth the in- 
corporation of the majority of Bolivia’s popu- 
lation, the peasants, the Indians, to national 
life . . We are aware of the domestic 
and international obstacles that we must 
face in order to achieve the nationalization 
of the mines .... Furthermore, there is 
an additional reason ....to carry national- 
ization into effect . . . . Jn order to fulfill our 
program of government, in order to develop the 
economy of Bolivia and to give social assist- 
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ance and public health assistance to all 
Bolivians, and to establish schools everywhere 
in our country . . . we need foreign exchange 
and all the necessary resources are going to come from 
the nationalized mines, from the mines that 
belong to Bolivia. (Italics by the author.) 
“Besides nationalization . . there is the 
other great problem: the agrarian reform, a 
problem that cannot be separated from the 
first one. This problem also concerns the 
miners inasmuch as the largest segment of the 
population lives outside national life. The 
Indians or peasants are Bolivians also, and 
the day that we shall bring them the agrarian 
reform, we will make this country bigger, 
happier, more powerful and full of oppor- 
tunities not only for them, but for all Bolivians 
as well.’’4 

Has nationalization produced the an- 
ticipated results? 

First, it should be stated categorically 
that the political results are entirely 
positive. The bitter reaction of the 
mine owners, the leading wealthy families 
and the foreign interest affected, served 
only to further unite the people. 

Whenever an under-developed country 
attempts to nationalize foreign or 
absentee-owned enterprises, the rumor 
spreads that the country which has taken 
that step will be unable to operate and 
manage successfully the expropriated 
concerns due to its backwardness, lack of 
experience and lack of know-how. This 
was the general opinion after the ex- 
propriation of the oil wells in Mexico in 
1938 and in Bolivia just after nationaliza- 
tion. In both cases the forecast was 
wrong and in Bolivia today, the total out- 
put of tin has not decreased while the present 
level of production has been maintained 
without resorting to exhaustive methods. 
The techniques and exploitation system 
applied are the same as under the com- 
panies. The most important operating 
difference is that, without dispensing 
completely with the services of foreign 
engineers, many Bolivians hold technical 
jobs from which they were barred before. 


4 op. cit., pp.-89-90. 
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Wages in the mines have increased 
approximately 60 percent from the 31st 
of October 1952 to the end of 1953, but 
such increases immediately raised pro- 
duction costs and intensified inflationary 
pressures. Operating costs in the mines 
rose an average of 50% per ton of ore 
extracted.’ The cost of living from the 
date of nationalization to December 
26th 1953, has increased approximately 
200 percent, but the major share of this 
rise occurred after the 14th of May 1953, 
as an immediate consequence of the 
effort to stabilize. 

While production did not go down as 
anticipated by the critics of nationaliza- 
tion, the decrease in world tin prices be- 
came a critical problem. Before na- 
tionalization on 31st October 1952, the 
price of a refined pound of tin was 
$1.21-34 (U.S. currency), today (Decem- 
ber 26, 1953) it is around $0.80—a 
decline of 40 percent. The seriousness of 
this fact can be fully appreciated when it 
is realized that sales of tin account for 
approximately 70 percent of the foreign 
exchange income. 

This drop in income derived from tin 
eliminated the possibility of financing 
other reforms with the proceeds of the 
mines since the available foreign ex- 
change scarcely sufficed to import the 
necessary foodstuffs and to pay for a 
minimum of expenditures for mainte- 
nance and replacement of mining 
equipment and other types of capital 
equipment. Consequently, the project 
of financing agrarian reform at the ex- 
pense of the mining industry had to be 
abandoned. But agrarian reform could 
not be left to the whim of world tin prices 
or postponed indefinitely. 


To alleviate the exchange scarcity and 
pay for the agrarian reform it was thought 


5 However, by virtue of a depreciation of the Bolivian 
currency with price increases amounting to 300% since 
May 1953, the increase in cost has been nullified and on 
Paper, it would appear as though costs actually decreased. 
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that necessary financial resources could 
be obtained through an advance from 
the International Monetary Fund or a 
loan from the World Bank for Recon- 
struction and Development. But it was 
first necessary to correct some of the 
serious defects of the monetary structure, 
such as multiple rates of exchange which 
previous administrations had bequeathed 
the Movimiento Nacionalista Revolu- 
cionario and which resulted in heavy 
subsidies on imported foodstuffs, practi- 
cally paralyzing domestic agricultural 
production. 

In a dramatic attempt to stabilize the 
boliviano, on May 14th 1953, multiple 
rates of exchange and the dollar black 
market were eliminated, and instead, a 
single rate of exchange (190 bolivianos to 
a dollar) was instituted while a free 
dollar market was allowed to function. 
Simultaneously, imports were severely re- 
stricted and the monthly wages of all the 
employed population were increased by 
4,000.00 bolivianos. 

Meanwhile, through the Foreign Oper- 
ations Administration of the United 
States Government, a gift of 9 million 
dollars worth of surplus farm products 
was granted to Bolivia. The proceeds of 
the sale of these products will be devoted 
entirely to the development of the 
country. In addition, the dollar budget 
of the Point IV Mission has been in- 
creased by another two million dollars. 


Non-Economic Apects of the Agrarian Reform 


While the nationalization of the mines 
enjoyed an almost unanimous support, 
agrarian reform did not fare as well. The 
issues in nationalization were crystal clear; 
expropriation was long overdue, it en- 
tailed direct losses to only three com- 
panies and national sovereignty was at 
stake. In contrast, the agrarian reform 


. was a domestic issue which threatened 


the property of a small national group 
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which in absolute figures amount to about 
100,000 persons.* But economic interest 
apart, there was what, at times, looked 
like a more powerful reason to oppose 
the reform—the caste system. Under 
this system, the Indian has been in the 
lowest stratum and played the dual role 
of mute serf and scapegoat. The thought 
that the Indian would enjoy a full share 
of legal rights and responsibilities awoke a 
bitterness which is difficult to describe. 
Ironically, though overwhelming eco- 
nomic dependence on Indian labor was 
never considered dangerous, reliance on 
the Indians to produce without coercion 
was regarded as an ominous undertaking. 

When the determination of the Boli- 
vian government to carry on the reform 
became clear and the agrarian reform 
commission started its work there were 
several attempts at sedition. They were 
directed by the Falange party, a con- 
servative and unseasoned group which 
lacked a political platform and an eco- 
nomic program. Under ordinary cir- 
cumstances the Falange might have been 
successful since they had the necessary 
financial means but, unfortunately for 
them, the center of gravity of Bolivian 
politics had shifted as a consequence of 
the elections of May 1951 when the 
Movimiento Nacionalista Revolucion- 
ario was elected. 

According to a well-rooted tradition, 
politics in Bolivia have long been played 
like a large-scale chess game. Occupa- 
tion of the Capital and the Palace— 
either by a salon intrigue or by armed 
revolt—was “checkmate!” After the 
contest was over, the winner was ex- 
pected to maintain the status quo— 
plunder of the treasury was optional. 

But with the advent of the Movimiento 
Nacionalista Revolucionario, _ politics 
changed to a less chivalrous contest by 
the overt participation and support of 


® Remo Di Natale E., Revolucién Agraria en Bolivia (Cocha- 
bamba, Bolivia: Imprenta Universitaria, 1953), pp. 69. 


LAND ECONOMICS 


groups that previously were excluded. 
Under the new situation, military occu- 
pation of the capital and the palace 
lacks significance. Far from being a 
checkmate which would open the way for 
restoration of the old status quo, it would 
more likely portend the annihiliation of 
the military forces which dared to under- 
take such a venture. For if La Paz 
should fall, it would immediately be 
besieged by the miners and the Indians 
who would have the help of the ‘‘cholo” 
workers inside the city.” Since the 9th of 
April 1952, the miners and the Indians 
have come to the capital rather often for 
parades, political demonstrations and in 
search of help with individual or group 
difficulties. Gradually they have learned 
their own political importance. To 
destroy now the recently aquired power 
of the miner and the Indian would re- 
quire the successful pursuit of warfare in 
the whole country, not a coup d’etat. 
If by a fortuitous chance the government 
should be overthrown by forces of the 
right, civil war would ensue. 


One can hear often, among old poli- 
ticians, young falangists and assorted 
members of the foreign colony who con- 
sider themselves “‘old timers” in Bolivia 
talk to the effect that the government will 
not last very long simply because by the 
law of averages they have exceeded their 
normal time in power. This talk fails to 
give proper weight to the significance of 
the participation of the masses in today’s 
politics. Nonetheless, if the economic 
policy of the administration should exact 
undue hardship and privation from the 
already destitute low-income groups, 
and if it fails to show tangible results, it 
is conceivable that the extreme left 
parties could take power, only to pursue 


7 The 9th of November 1953, while United States Senator 
Homer Capehart’s mission was in Bolivia, a serious Falangista 
attempt to overthrow the government (the sixth since the 
government took power) was put down in a matter ot hours 
by armed members of the pro-government unions. 
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the same economic goals in a more trucu- 
lent way. 


It is subject to question whether the 
leaders of the Movimiento Nacionalista 
Revolucionario actually intended to set 
in motion at once all the forces which 
have deprived them to a large extent of 
the initiative by allowing only a very 
reduced number of alternatives in policy. 
Their role has become more that of 
channelizers and interpreters of the 
public’s will and less that of policy-maker. 
It is to their credit, however, that they 
have given evidence of shrewd political 
sense that has enabled them to keep 
several steps ahead of popular demands. 
Thus they have had the opportunity to 
apply, in relatively orderly and legal 
fashion (both nationalization of the tin 
mines and agrarian reform do provide 
for compensation), measures which had 
strong popular support and which, if 
repressed, would have led to malignant 
displays, to disruption and even to 
anarchy. 


General Economic Meaning of 
the Agrarian Reform 


A program of social reform in a de- 
veloped country may be achieved by re- 
sorting to measures such as new taxation 
systems, rationing, price control, na- 
tionalization of certain industries, sub- 
sidies to special activities, or similar 
measures which, in effect, imply a re- 
distribution of income according to a 
given ideal of social justice. In the case 
of under-developed areas, agriculture is 
often the main, if not the sole, source of 
of wealth, and ownership of land the 
basis for the prevailing pattern of income 
distribution. Hence the inevitability of 
introducing changes in the land tenure 
pattern when contemplating any pro- 
gram of economic reorganization. Land 
reform, however, is only the first step. 
in an effective program of economic 


development and the solution to an 
agrarian problem—even assuming the 
accomplishment of an ideal land tenure 
pattern—ultimately has to be sought 
in large part ouside the field of agri- 
cultural economics. ‘Two sets of factors 
are responsible for this. The first lies 
in the dynamics of agriculture; the 
second in the dependent role which agri- 
culture has in modern economies. 

The emergence of a problem concern- 
ing economic reform and development in 
a backward country implies both a 
markedly uneven distribution of income 
and defective resource utilization pattern. 
Under these circumstances population 
pressure tends to lower consumption to 
subsistence levels while extreme differ- 
ences in wealth and the resulting insuffi- 
ciency of demand prevents investment 
and retards introducing improvements in 
productive techniques. 

Inequality of incomes sometimes pro- 
motes savings available for investment. 
But when differences in the distribution 
of income are as extreme as they were]in 
Bolivia, when the economy is stagnant 
(as portrayed so well by Zimmermann in 
what he calls a “‘vegetable civilization”) ;* 
the extreme differences in income tend to 
perpetuate themselves, making richer 
those who own the land and pushing the 
rest of the population closer and closer 
to mere subsistence levels. 

Under these circumstances, economic 
development can be started only through 
an initial redistribution of income which 
will both alter the structure and com- 
position of demand and also increase its 
total. On the production side, a higher 
effective demand for food will stimulate 
a better and more intensive use of the two 
available factors: land and labor. This, 
in turn, may open markets for investment 
which were non-existent previously. Ac- 


8Eric Zimmermann, World Resources and Industries (New 
York: Harper’s, 1951) 
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tivities other than agriculture must then 
be established in order to absorb a 
higher rate of population growth® and 
to satisfy the increased need for capital 
and consumer goods. Only if alternative 
sources of employment are made avail- 
able will it be possible to increase effi- 
ciency in agriculture, to produce food and 
raw materials for the non-agricultural 
population and for industrial needs, and 
to raise the standard of living and pur- 
chasing power of the farmer. 

As agricultural productivity increases, 
the need for industrial requisites—trans- 
port, farm machinery, chemical products, 
etc.—grows, and the strategic factor for 
expansion shifts to scarcity of capital and 
lack of entreprenurial and_ technical 
know-how.!® ‘Thus, in essence and from 
the viewpoint of its economic effects, 
agrarian reform in an under-developed 
country implies first a transference of 
capital (land) followed by a transference 
of income. 

In a latifundia economy a large share 
of net income usually finds its way into 
conspicuous consumption, or at best into 
such speculative ventures as usury, urban 
real estate, building of expensive apart- 
ment houses, etc. Absentee ownership 
results in a steady current of capital 
flight abroad which further handicags the 
possibility of investment from savings. 
After agrarian reform it is expected that 
the rate of capital formation can be in- 
creased if the funds formerly spent on 
luxury living are turned to providing 
facilities to produce goods which are 
useful to the mass of the people. 

Under Jatifundia conditions economic 
development can hardly be envisaged as 
a spontaneous self-generating process nor 


et 

® The experience of Mexico indicates that after agrarian 
reform higher food consumption in rural areas resulted in 
decreased child mortality and raised considerably the rate 
of population growth. 

10 See Edmundo Flores, ‘“‘Agrarian Reform and Economic 
Development,” Proceedings of the Conference on World Land 
Tenure Problems (Madison, Wisconsin: 1951), Part I. 
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as a problem of poor resources or defec- 
tive production techniques since the pre- 
vailing pattern of resource use satisfies 
adequately the needs of those who own 
the land. 

The wide differences in social status 
and income, of which land concentration 
is the strategic issue, are the main ob- 
stacles to economic development. In fact, 
agrarian reform and economic development be- 
come identical concepts at this level and under 
these conditions. ‘The emphasis upon the 
land is explained because land is the 
most important determinant of income 
distribution and almost the only source 
of wealth. But, in effect, behind the re- 
distribution of land lies the redistribution 
of income, the redistribution of oppor- 
tunity, the first step toward the elimina- 
tion of the caste system, and the creation 
and spread of the incentives which set in 
motion our industrial democratic age. 


Within certain limitations this theoreti- 


cal scheme can be applied to the agrarian 


reform just started in Bolivia. The 
initial redistribution of income will in- 
crease farm consumption and will also 
create more favorable institutional con- 
ditions to increase the general rate of 
capital formation. There is the possi- 
bility that, in the initial stages of the 
reform, urban and mining centers will 
experience difficulties in obtaining a 
sufficient supply of food; but this is a 
calculated risk for it would be unrealistic 
to attempt to change the economic 
structure of a country without expecting 
scarcity and privation at first. 


The shift in the distribution of income 
will place a burden on the income groups 
which up until the present have been 
in the most advantageous position, while 
it will simultaneously improve the level 
of consumption of those groups at the 
bottom. This levelling of income na- 
turally will require a policy of austerity 
and restraint from the middle-and upper- 
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income groups which could either be 
self imposed or enforced by the govern- 
ment. The fact that the groups which 
are called upon to reduce their real in- 
come are the most articulate and not 
necessarily the most socially minded, 
places an additional problem for the ad- 
ministration, since their protests will be 
by far louder than the sounds of ap- 
proval of the benefitted sectors. This 
difference will be particularly important 
in the shaping of public opinion outside 
Bolivia. 

The improvement in the level of real 
income of the poorest secto:., and par- 
ticularly the peasants, depends on the 
realization of several conditions in the 
realm of production as well as on policy 
decisions. It goes without saying that if 
the agrarian reform is not followed im- 
mediately by a vigorous attempt to in- 
crease production and productivity, to 
open new resources to agriculture and to 
develop industry and services, its immedi- 
ate favorable effects will be lost in a very 
few years. 


Assuming that agricultural production 
will be expanded, there is still another 
crucial factor which will affect the level of 
real income of the farm population. The 
speed at which the resources of the coun- 
try are developed will depend upon the 
success of the Bolivian government in 
securing investments from abroad and 
upon the domestic rate of capital forma- 
tion. Clearly, the first possibility in- 
volves the approval and participation of 
third parties and lies outside the control 
of the administration. Should the gov- 
ernment fail to obtain the necessary funds 
for expansion, they may attempt to in- 
crease the rate of capital formation by 
resorting to a policy of forced savings. In 
that case the determination of the share 
of income to be used up in consumption 
and the share that falls under savings will 
pose a very delicate problem which will 
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call for deep political insight. The 
margin of safety begins where there is a 
noticeable improvement over the tradi- 
tional income level, which in this case is 
close to subsistence. 


The Agrarian Reform Decree 


The Agrarian Reform Commission was 
created by a Presidential Decree the 9th 
of April 1953, first anniversary of the 
Revolution. It was given 120 days to 
study the agrarian problem and to write 
a bill for its solution. Dr. Hernan Siles 
Zuazo, Vice-President of the Republic, 
directed the Commission which included 
some of the leading intellectuals and 
technicians of the country, representing 
different political tendencies and re- 
gions. !! 

A brief synthesis and comment on the 
outstanding points of the preamble and 
the body of the decree is given below: 

In an enumeration of the forces which 
have dislocated the agrarian economy of 
the Incas from the time of the Spanish 
conquest and colonization and, by im- 
posing a semi-feudal system, have given 
rise to the social and economic problems 
of the Indians and the land, the decree 
describes the results of the concentration 
of landed property. It also states that the 
findings of the 1950 census showed that 
4.5 percent of the rural landowners of the 
country own 70 percent of the private 
landed property. 

Referring to the Indians, the Decree 
states that the despoilment of which they 
were victims and the servitude to which 
they were subjected have led to a situa- 
tion in which 80 percent of the adult 
population of Bolivia is illiterate, and in 
which technical education for rural pro- 
ducers is entirely lacking and that as a 

11 See: Arturo “Urquidi, Plan General para el Estudio de la 
Reforma Agraria Imprenta Universitaria, Cochabamba, 
Bolivia, 1953, 32 pp. 

12 This sythesis follows the English translation of parts ot 


the Decree published in Industry and Labour, ILO, Geneva. 
vol. X, No. 9, November 1953. 
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consequence of its backwardness and ig- 
norance the indigenous population of 
Bolivia, housed “‘in wretched unhygienic 
dwellings, bereft of medical care, under- 
nourished and wronged both spiritually 
and economically,” is in an alarming 
situation which is reflected in the rates of 
mortality and of the incidence of disease. 

The Decree establishes first the original 
right of the Nation over the soil, the sub- 
soil and the waters of the territory of the 
Republic (Art. 1). The State recognizes 
and guarantees agrarian private property 
when it fulfills a useful function for 
society (Art. 2). The State recognizes 
only the following forms of agrarian pri- 
vate property: the peasant homesite, 
which serves the function of rural resi- 
dence (Art 6); the small holding to be 
operated by the farmer and his family for 
subsistence purposes (Art 7); the 


medium-size holding operated with the 
help of hired labor or with agricultural 
machinery for the purpose of marketing 


most of the produce (Art. 8); the Indian 
communities, the agrarian cooperative 
holding and, finally, the agricultural 
enterprise (Arts. 9, 10 and 11). 


It is anticipated that the agricultural 
enterprise will contribute in the short 
run to partially eliminate the food deficit 
of the country. The main characteristics 
of the enterprise, according to the Decree 
are: heavily capitalized agricultural un- 
dertakings which employ wage labor and 
apply modern techniques (Art .11). 


The State does not recognize the 
legality of the latifundio which is defined 
as “the rural property of large size, 
which may vary according to its geo- 
graphical location, that remains idle or is 
exploited deficiently by the extensive 
system (low capital inputs relative to 
other factors) with obsolete tools and 
practices and which serves to perpetuate 
the serfdom and submission of the 
peasant” (Art. 12). Therefore, “‘the 
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unit of land property defined as latifundio is 
affected in its entirety” (Art. 34). 

It is relevant to emphasize the differ- 
ence established between the agricultural 
enterprise and the latifundia since there 
is a widespread and erroneous tendency 
to consider as a latifundium a very large 
property, notwithstanding the social and 
economic consequences of its operation. 
If a very extensive farm is operated with 
large capital investments per unit of land, 
if it produces for the market, if labor is 
paid cash wages and enjoys the right to 
organize and to participate in collective 
bargaining, it cannot be concluded that 
such unit is a latifundio, regardless of its 
size. ‘The acceptance and inclusion of 
this concept in the decree marks an ad- 
vance over the agrarian legislation of 
other countries. 


Maximum Allowable Size of Holdings 


The decree fixes the maximum size of 
holdings, which varies according to 
whether they are on the plateau, on the 
Puna, in the valleys or in the sub-tropical 
region, the cultivable area alone being 
taken into account. 

The size for different regions is based 
on the productive capacity of different 
types of land as determined by fertility 
and location and the necessary area to 
satisfy the needs of a rural family. For 
the small and medium property, these 
needs were comprised in a family budget 
which included: food, shelter, clothing, 
education, amusements maintenance of 
equipment, etc. 

The Decree establishes the right of the 
Indian Communities to recover the 
lands which were usurped from them 
(Art. 42). As from the date of 
the promulgation of the decree, the 
communities which claim restitution 
rights may occupy the lands toward 
which they have claims but, provision- 
ally, an area of land equal to a medium- 
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size holding will be kept for the owner 
(Art. 44). When and if a court decision 
acknowledges the rights of the com- 
munity, the area that remained provision- 
ally under the property of the landlord 
will be restored to the community 
without indemnification (Art. 45). 


Eligibility of Peasants for Land Grants 


All Bolivian citizens, 18 years of age or 
more, of both sexes, who intend to work 
on the land will receive grants wherever 
there will be available lands on condition 
that they cultivate it within a period of 
two years (Art. 77). 

Peasants who have been subjected to a 
feudal regime of work and exploitation 

. are declared the owners of the 
land they are occupying or working until 
the National Service of Agrarian Reform 
shall grant them the lands to which they 
have rights in accordance with the de- 
finition of a small holding (Art. 78). 
Foreigners will enjoy the same rights, as 
long as they fulfill the regulations of 
migration and colonization (Art. 80). 
The right of preference of one individual 
to receive land grants in a given area rests 
upon permanent residence in said area 
and upon his being a farmer (Art. 81). 

In the lands of a latifundium preference 
rights shall accrue to those workers with 
two years of residence or more computed 
from the 2nd of August 1953. At the 
time when the initial land grants are 
made, an area not smaller than 10 per- 
cent of the total individual allotments 
will be earmarked to be operated col- 
lectively by the community. An area 
equal or larger than that allotted to the 
peasants will be destined to the school 
fields (Art. 82.) 

In reference to the size of the land 
grants, it is established that in those 
areas where there are enough lands the 
grants per family will be made alloting 
one unit to each family. This unit will 
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be equivalent to the size of the small 
holding. If lands do not suffice to grant 
a unit to each family, the size of the grant 
will be reduced in the necessary propor- 
tion to accommodate all those who 
legally shall have preferential rights 
over that land. The peasants insuffi- 
ciently provided for will preserve their 
rights for new grants in other regions 
where there are available lands (Art. 83). 


Aside from the already mentioned 
grants, any peasant from the Altiplano 
and the Valleys may receive 50 hectares 
in the Eastern frontier, provided he 
applies for these lands and fulfills the 
obligation of beginning to work them 
within two years (Art. 91). 


Obviously there is inconsistency be- 
tween the section of the decree which sets 
the area of a small holding for different 
regions (Art .15) and the later admission 
that “‘if [latifundia] lands do not suffice to 
grant a unit to each family, the size of the 
grant will be reduced in the necessary 
proportion to accommodate all those who 
legally shall have preferential rights over 
that land” (Art. 83). 


In Bolivia, the distribution of popula- 
tion is such that there is little doubt that 
insufficiency of lands will be the most 
frequent case. Why then take a course 
which will lead in the short run to wide- 
spread, small, uneconomic units? 


This problem is one of the most con- 
troversial issues of agrarian reform, since 
in order to arrive at any workable 
formula it is necessary to conciliate two 
conflicting ends: to create units close to 
the optimum and the need to satisfy as 
much as possible the land hunger of the 
individual peasant. Any step toward an 
eventual solution has to be sought in 
dynamic terms keeping in mind that 
social valuation and motivation have 
a determinant influence upon the use 
and development of resources. 
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An attempt to grant in the Altiplano 
region agricultural units close to any 
hypothetical optimum would require a 
complete disregard for population pres- 
sure or else it would require as a simul- 
taneous step the transfer of population 
surpluses to other regions or other pro- 
ductive activities. Since both measures 
are impossible immediately, the only 
alternatives are either to maintain the 
status quo or else to redistribute the land, 
either collectively or individually, accord- 
ing to some workable system of eligibility 
or priority. Land redistribution in the 
traditionally farmed and congested areas 
will achieve two ends: it will provide a 
stepping stone to incorporate the peasants 
into the political and social life of the 
country and it will pave the way for the 
technological improvement of agriculture 
in the Altiplano and the consequent in- 
crease in the standard of living of the 
peasants. 

One of the distinctive features of the 
Bolivian program is the integral tie with 
the encouragement of settlement of east- 
ern Bolivia. Before the reform, there 
were latifundia in the east which com- 
prised more than a million hectares.'3 It 
is expected that the land reform and 
the construction of communications (the 
Cochabamba-Santa Cruz highway will 
be completed at the end of 1953), will 
in effect open a frontier for the surplus 
population that now lives in the Alti- 
plano. 


Payment for Expropriated Lands 


Expropriated lands will be paid, ac- 
cording to their current cadastral value, 
with bonds which will pay a non-capital- 
ized interest of 2 percent per annum and 
will mature in 25 years (Art. 156). The 
collateral of the bonds is, in the first place, 
the one guaranteed by the peasants 


18E] Carmen, property of Suarez and Brothers, was 
2,004,840 hectares and Alto Paraguay, property of 
Manuel Pefia, 1,462,500 hectares. 
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through the mortgage of lands they re- 
ceived and through their crops, cattle and 
industrial processing equipment (indus- 
trial installation), and in second place, 
the guarantee of the State (Art. 157). 
The bonds will be accepted as payment 
for mortgage loans owed to the Banco 
Agricola, as well as for payment of land 
taxes in arrears and, finally, for the 


purchase of public domain lands in settle- 
ment areas, within the regulations for the 
various types of holdings (Art. 158). 


Payment for Land Grants 


The benefitted peasants will have to 
pay the cadastral value of the granted 
lands in a maximum period of 25 years. 
If payment is finished in a shorter period, 
the peasants will enjoy discount pre- 
mivms. The mortgage debts incurred by 
recipients of grants will be subject to 2 
percent interest per annum on the value 
of the land received which will be paid 
to the Banco Agricola. 

Payment of the land will be made 
in 50 semi-annual installments. Failure 
to make two successive semi-annual pay- 
ments will be penalized by a charge of 1% 
interest for the periods owed. Should 
payments lapse for a period of four install- 
ments, the land will revert to public 
domain. The State will be free then to 
grant this land to other peasants under 
terms considered most convenient by the 
State. 

These conditions are very stringent and 
may endanger the success of the reform 
unless they are quickly modified. In the 
first place, 25 years is a very short period 
in which to pay for the land since agri- 
culture in Bolivia is subject to frequent 
and serious hazards; frost, drought, pests, 
etc., and the low technological level of 
agriculture makes it difficult to reduce or 
control many of these risks. 

But aside from this, the reversion of the 
land to public domain due to failure to 
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pay four consecutive installments will 
place the peasants in an extremely diff- 
cult position. Two consecutive years of 
drought or frost will mean that a peasant 
—regardless of effort or initiative—will 
Jose his lands. The farmer thus will be 
punished by the vagaries of the weather 
not only with a loss of income but with 
the loss of his land. This is the most 
serious defect of the decree and, if it is 
not rectified, it will either burden the 
State with unpaid-for lands, thus defeat- 
ing its stated aims, or else the government 
will have to decree moratoria periods 
which will set a dangerous precedent 
since a moratorium is a_ two-edged 
weapon which can also be used by pres- 
sure groups to achieve political ends. 


Organization Responsible for Implementation 


To implement the agrarian reform, the 
government has set up the National 
Agrarian Reform Service, comprising the 
President of the Republic, the National 
Agrarian Reform Council, the Agrarian 
Judges, the Rural Agrarian Reform 
Boards and the rural inspectors. The 
duties of the National Agrarian Reform 
Council are to establish plans for all 
agrarian and rural affairs, to draft regu- 
lations under the legislative decree con- 
cerning agrarian reform, to hear suits 
concerning land claims, to grant land 
titles to new beneficiaries and to or- 
ganize local boards, co-operative socie- 
ties and farm credit as well as schemes 
for settlements, rational farming and 
farm mechanization. 


The Strategy for Agricultural Development 


In order to plan and to forecast the 
speed and scope of agricultural develop- 
ment, it is necessary first to estimate the 
available financial resources (in this case 
the primary limiting factor). Possible 
agricultural investment has to be divided 
into two types: foreign currency invest- 
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ment and domestic investment. Resort- 
ing to inflation, the Central Bank of 
Bolivia could finance projects for develop- 
ment based on the use of labor and na- 
tionally produced capital and consumer 
goods. Through this policy, it would be 
possible to use available national resources 
for expansion of agriculture at the ex- 
pense of other sectors of the national 
economy. Naturally, this policy would 
be limited not only by economic and tech- 
nical obstacles but by the political pres- 
sure of other groups affected. Its initial 
inflationary effects might be quickly 
neutralized if these investments increased 
production. In the case of dollar invest- 
ments, however, limitations are set only 
by the dollar income of the country. 


Regardless of how small the amount of 
available dollars for agricultural ex- 
pansion may be, attention must be given 
to the fact that foreign investment capital 
(equipment, fertilizers, fungicides, etc.) 
will be indispensable only in those areas 
where there are no possibilities of substi- 
tuting labor for capital goods. Bolivia 
has a large supply of both labor and land 
—its scarce factor is capital. In conse- 
quence, it would be folly to attempt to 
develop agriculture following the model 
of the United States, Denmark, or any of 
the highly developed countries of the 
world. Expansion will have to rely 
heavily on the fullest utilization of the 
two factors of which it -has the least 
scarcity—land and labor. The overall 
strategy in the agricultural development 
of Bolivia must place emphasis, not on 
labor-saving devices, but on capital- 
saving devices. 


Topographically, agriculturally and 
population-wise, Bolivia is divided into 
two distinct areas—the high Andean 
plateau and the tropic lands of the east. 
On the over-populated plateau, dollar 
investment will have to be limited to 
fertilizers, fungicides, spreading machin- 
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ery, improved seeds and practices and 
possibly foreign technicians, while bolivi- 
ano investment will have to be devoted to 
education, agricultural credit (nationally 
produced seed, cattle, housing, etc.,) and 
a well-organized extension service. The 
use of imported machinery is not advis- 
able on three grounds, (a) the poor 
agricultural potential of the Altiplano, 
(b) dollar scarcity, and (c) surplus labor. 


However, in the east, the substitution 
of labor for capital is difficult. In this 
area land and labor conditions are the 
reverse of those on the plateau, inasmuch 
as its agricultural potential is great and 
labor is scarce. Furthermore, the rigid 
social structure of the Indians of the 
plateau tends to conflict with the concept 
of modern farming, whereas in the east 
the nomadic Indian has no established 
pattern of land use which would act as a 
deterrent. Consequently, it would ap- 


pear advisable to concentrate available 


dollar investment for the establishment of 
large efficient agricultural enterprises 
with the dual purpose of rapidly diminish- 
ing the chronic food deficit of the country 
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and creating conditions which would 
stimulate colonization from the plateau. 


Another high-priority dollar invest- 
ment being considered is the importation 
of tree-felling machinery to cut timber in 
the extensive forests of Bolivia for subse- 
quent export to foreign countries. Ex- 
ploitation may be carried in certain areas 
even to the degree of complete clearing. 


At present, the Planning and Eco- 
nomics Branch of the Council of Agrarian 
Reform is working on a detailed plan for 
the expansion and development of Bo- 
livian agriculture. This plan takes into 
account the participation of the different 
agencies, national and _ international, 
which work on agriculiure, and gives a 
leading role to the Bank of Agricultural 
Credit. |The nine-million-dollar gift 
granted by the United States will add 
impulse to agricultural development. 


In the near future it will be possible to 
test some of the hypothesis and expecta- 
tions advanced here against factual evi- 
dence. A subsequent article will be de- 
voted to this task and ‘to the study and 
analysis of the course of the reform. 





Editor’s Note: Since the above article was submitted to Land Economics by 
the author there has been published another paper which deals with the current 


agrarian development in Bolivia. 


It appears in Foreign Affairs, under the title, 


“Bolivia: Test of Technical Assistance,” April 1954, pp. 473-481, and was written by 
Carter Goodrich who has been in Bolivia on leave from Columbia University. 





The Role of Government in Influencing Changes in | 
Housing in Baltimore: 1940 to 1950 . 
By MORTON HOFFMAN* 


Introduction 


leas publication of data from the 
second national Census of Housing 
on standard metropolitan areas facilitates 
analysis of changes in the housing situa- 
tion in individual areas over a decade— 
in locational distribution, inventory, ten- 
ure, and various physical and financial 
characteristics of dwellings. An investi- 
gation of the reasons for these changes in 
the 1940-to-1950 period is complicated 
by the war and postwar boom. Partly 
stemming from the “‘crisis” nature of this 
decade was the noteworthy participation 
in housing by a variety of federal and 
local governmental agencies, which sug- 
gests that special attention be devoted to 
the role of government in the changes 
that occurred. 

This article examines the extent to 
which five selected governmental housing 
programs—public housing, the local pro- 
gram of housing law enforcement na- 
tionally acclaimed as the “Baltimore 
Plan,” Federal Housing Administration 
and Veterans Administration mortgage 
insurance and loan guaranty, and rent 
control—have directly and indirectly in- 
fluenced changes in the supply, location, 
tenure, and characteristics of dwelling 
units and occupancy in the Baltimore 
area from 1940 to 1950. It is recognized 
that this approach may be subject not 
only to conceptual and statistical limita- 
tions applying also on a national scale, 
but also to the arbitrariness of using a 
particular area. 


Influence of the Federal Government 


There is no suggested hypothesis, to 
the writer’s knowledge, on the role of 


* Director of Research and Statistics, Housing Authority 
of Baltimore City. 


government in influencing housing 
change in a metropolitan area.! Saulnier 
in his discussion of two papers? dealing 
with governmental participation in hous- 
ing, presented at the 1950 Annual Meet- 
ing of the American Economic Associa- 
tion, stated: “The influence of govern- 
ment is now felt as a dominating force at 
all points in the home construction and 
home financing markets.... Whether 
federal policy has produced better hous- 
ing than would otherwise have been 
possible is not easily determined .... 
on balance it has made real progress in 
this direction.” 


Colean’s study of The Impact of Govern- 
ment on Real Estate Finance in the United 
States* describes the far-reaching ex- 
tension of governmental influence in the 
construction field during and after World 
War II. 


“The control of construction operations 
through priorities and limitation orders; the 
control of rents, sales prices on newly built 
houses, prices of building materials, wages of 
construction workers and the price of certain 
building operations; the financing of indus- 
trial construction and the direct building of 
emergency housing . . . . all resulted from 
extraordinary wartime powers.” 5 
—e——EE 1) 7 ereeees 

1Tom Dinell in The Influences of Federal, State and Local 
Legislation on Residential Building in the Flint Metropolitan Area 
(Social Science Research Project, Institute for Human 
Adjustment, University of Michigan, 1951) inventories and 
describes a great variety of legislation but is primarily con- 
cerned with the question of residential building within as 
opposed to outside the city. 

? Lawrence N. Bloomberg, ‘““The Role of the Federal Gov- 
ernment in Urban Housing,” pp. 586-598, and Sherman J. 
Maisel, ‘‘Policy Problems in Expanding the Private Housing 
Market,” pp. 599-611. Papers and Proceedings of the 
63rd Annual Meeting of the American Economic Association 
(Chicago, Illinois: December 27-30, 1950), American Eco- 
nomic Review, May 1951. 

3 Ibid., pp. 614-615. 

«Miles L. Colean, The Impact of Government on Real Estate 
Finance in the United States (New York: National Bureau of 
Economic Research, 1950). 

8 Ibid., p. 154. 
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At the present time, Colean holds, real 
estate credit is the main avenue of federal 
influence. Through this instrument the 
federal government has sought to accom- 
plish objectives such as the extension of 
privileges to special groups such as low- 
income workers, war workers, and vet- 
erans. Mortgage credit has been used to 
influence the type of tenure, the character 
of the property (Federal Housing Ad- 
ministration standards of location, plan- 
ning and construction), the level of prices 
(FHA or Veterans Administration ap- 
praisals and limitations on loan amount) 
and of apartment rents (FHA-insured 
financing and public housing dwellings). 
Credit devices have affected construction 
by virtue of the appeal offered the large 
contract builder by public housing, and 
the encouragement given large merchant 
builders by the FHA system. 6 

A recent study by Grebler’ reviews the 
implications of the extensive FHA and 
VA programs and the operations of the 
Federal National Mortgage Association 
in the secondary mortgage market. 
Careful consideration is given to the 
effect of FHA and VA aids on the total] 
volume of construction, on widening the 
market for new homes, and changing the 
distribution of new construction as be- 
tween dwellings for sale and rent.® 
While little rental housing has been 
built since the end of World War II, he 
notes that FHA financed an overwhelm- 
ing share of it. 


The Baltimore Metropolitan Area 


Baltimore typifies many American 
communities in that it has a blighted core, 


6 Ibid., pp. 155-157. 

7Leo Grebler, The Role of Federal Credit Aids in Residential 
Construction (New York: National Bureau of Economic 
Research, 1953) . 

®Grebler (Jbid., P.54) noted that about half the. market 
for residential construction and mortgage financing for new 
housing has come to operate directly under FHA and VA 
auspices. However, FHA and VA starts, which reached a 
maximum of 52 percent of total private starts in 1947 and 
comprised 51 percent of the 1950 total, dropped to 39 percent 
in 1952 and 1953. 


a rapidly expanding suburban area, and 
is a diversified industrial and port city. 
Somewhat special characteristics of the 
nation’s sixth city are its age, its geo- 
graphical location as a border city, its 
substantial Negro population, its strong 
tradition of home ownership, and its 
phenomena of the ground rent and the 
row house. Over 75 percent of Baltimore 
City’s homes in 1940 had been built on 
sites which were not owned by the owner 
of the improvements.® The high rate of 
home ownership is partly attributable to 
the popularity of the row house, which is 
cheaper to build and cuts maintenance 
and utility costs. 

In the Baltimore standard metro- 
politan area—Baltimore City, Baltimore 
County and Anne Arundel County—the 
rate of population growth in the 1940- 
1950 period was 23.5 percent, the area 
outside the central city increasing at 
seven times the rate within the city. 
Baltimore City’s population rose from 
804,874 in 1930 to 859,100 in 1940 and 
949,708 in 1950; the Baltimore County- 
Anne Arundel County total jumped from 
179,732 in 1930 to 224,210 in 1940 and 
to 387,665 in 1950. The Baltimore 
standard metropolitan area (hereafter 
referred to as the s.m.a.) and the 1940 
Baltimore Metropolitan District are not 
comparable, the latter representing a 
much smaller area. 

In 1950 the housing supply numbered 
277,880 dwelling units in Baltimore City 
and 114,383 units in the two contiguous 
counties. The latter figure is larger than 
the 96,107 units contained in 80 census 
tracts adjacent to Baltimore City and 
almost double the 61,982 units in the 
“urban fringe” portion of the Baltimore 
“urbanized area.” Seventy percent of 

® Federal Home Loan Bank Board, Waverly A Study in 
Neighborhood Conservation (Washington: U. S. Government 
Printing Office, 1950) P. 11; on ground rents see Frank A. 
Kaufman, “The Maryland Ground Rent System—Mysteri- 


ous but Beneficial,” Maryland Law Review (College Park: 
University of Maryland, December 1940), pp. 1-72. 
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the dwellings in Anne Arundel County 
and 29 percent of those in Baltimore 
County were rural. More than half of 
Anne Arundel County and at least a 
third of Baltimore County were not 
within the confines of the Baltimore 
housing market area. While the 
northern portion of Anne Arundel 
County is an economic and business ex- 
tension of the City of Baltimore,!° Anne 
Arundel County is 417 and Baltimore 
County 610 square miles, compared 
with 79 for the city and 73 square miles 
for the urban fringe. Moreover, Anne 
Arundel County has important agri- 
cultural, tourist, and vacation-serving 
industries, and much of its housing is 
seasonal in nature. 

The extent of non-urban housing in 
the Baltimore s.m.a. limits the area’s 
usefulness for purposes of this study. 
Consequently, more attention will be 
paid to Baltimore City and County, and 
less to Anne Arundel County. Rela- 
tively little information from _ the 
1940 Housing Census is available for the 
s.m.a., although a considerable portion 
of non-Census published data and special 
tabulations obtained are available only 
on the entire s.m.a. basis. 


Housing Changes, 1940 to 1950 


Analysis of the effects of the govern- 
mental programs under scrutiny will be 
geared to specific changes in Baltimore’s 
housing situation from 1940 to 1950 as 
indicated by Census data. The following 
important changes will be considered:" 


(1) The greater rise in the housing inven- 
tory of the non-central city components of the 
standard metropolitan area and the con- 
siderable rise in the outer two-thirds of 


10 Bureau of Business and Economic Research, University 
of Maryland, Anne Arundel County, Maryland, Its Economic De- 
velopment and Potential (College Park: University of Mary- 
land, June 1948), p. 15. 

11 This summary based on Chapters IV, V, and VI of the 
writer’s Master’s Thesis submitted to American University 
in June 1953, entitled Changes in Baltimore’s Housing, 1940 to 
1950, With Special Reference to the Role of Government. 
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Baltimore City compared with the practically 
unchanged total in the blighted City core. 

(2) The spectacular rise in home owner- 
ship, occasioned by new building for sale and 
the tremendous shift of units from renter- 
to owner occupancy in Baltimore City. 

(3) The considerable drop in the average 
number of rooms per unit, particularily among 
rented dwellings, reflecting conversions of 
larger units, the shifting of larger 1-family 
homes to owner status, and the building of 
smaller size units after the war in the period 
of sharply rising construction costs. 

(4) The continued predominance of the 
row-house within Baltimore City and a con- 
current increase in multi-unit structures. 

(5) The betterment of housing quality, 
with a much greater decrease occurring in 
the number of units lacking sanitary facilities 
than in the number of units structurally 
unsound. 

(6) The sharp rise in rents and values, the 
1950 figures reflecting the much higher price 
levels prevailing at the end of the decade, and 
a considerable increase in the numter of 
mortgaged homes. 

(7) The improvement of nonwhite housing 
conditions in some ways and the losing of 
ground in others. The rise in nonwhite 
occupancy was confined almost entirely to 
Baltimore City. 


Influences on Tenure and Location 


Later in this article the five govern- 
mental housing programs under review 
will be described individually to deter- 
mine their part in these seven changes. 
This is best preceded by some general ob- 
servations on the combined effect of 
public housing and the FHA and VA 
aids on the timing, tenure distribution, 
and location of additions to the housing 
supply, and the influences of those pro- 
grams plus rent control and housing law 
enforcement on housing quality. 


As privately-financed housing dropped 
sharply during the war years because of 
various restrictions imposed and the 
shortage of materials, a variety of public 
and private war-housing projects were 
undertaken in the Baltimore area. More 
permanent but fewer temporary public 
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war-housing units were built in Baltimore 
City than Baltimore County. In addi- 
tion, four low-rent public housing projects 
in Baltimore City totaling 2,595 dwelling 
units were utilized for war worker occu- 
pancy on their completion in 1942 and 
and 1943 (and reverted to low-rent use 
after the war). 

FHA-insured housing built under Title 
VI of the National Housing Act during 
the war totaled nearly 13,500 dwelling 
units in the Baltimore area, all of which 
were for rent except 1,889 homes sold 
under Section 603.12 The 4,045 rental 
dwellings built under Section 608 were 
located in Baltimore County, except for 
306 in Baltimore City. About 7,500 
rental units provided under Section 603 
were dispersed more evenly in the s.m.a. 
—3,275 in the southern and western 
sections of Baltimore City; about 800 in 
Anne Arundel County; and 3,425 in 
Baltimore County, mostly in the indus- 
trial Dundalk-Sparrows Point-North 
Point area. 

Title VI continued to be an important 
vehicle for governmental stimulus to the 
housing supply after the war, being incor- 
porated as part of the Veterans Emerg- 
ency Housing Program of 1946. While 
Section 603 tapered off, the postwar addi- 
tion to the rental inventory under Section 
608 more than doubled the wartime in- 
crement of 4,045 dwelling units. How- 
ever, of the 10,430 units in ‘‘608” de- 
velopments constructed since the war, 
5,138 were completed by April 1, 1950, 
another 2,551 by January 15, 1951, and 
the remainder subsequent to that date. 

12 Data from records of Maryland Office, Federal Housing 
Administration. National Housing Agency tabulations of 
completed units programmed under the H-1 program for 
essential in-migrant war workers as of September 30, 1945, 
show a total of 17,725 units for the Baltimore area, of which 
13,467 were for rent and 4,258 for sale. (The comparable 
national figures showed a 3 to 2 rental to sales relationship— 
313,951 to 195,528—compared with a 3 to 1 rental to sales 
proportion in Baltimore.) The difference between the H-1 
programmed figure of 17,725 and the Title VI figure of 


13,462 obtained from local records is probably accounted for 
by conversions and publicly financed units. 


Other building or sponsorship of rental 
housing resulted from the “‘regular’’ pro- 
grams of low-rent public housing and 
Section 207 of the National Housing 
Act.!% Additions to the rental supply 
stemming from these and the wartime- 
initiated programs by location within the 
s.m.a. are summarized in Table I. The 
increment from these sources constituted 
40 percent of the increase in housing in- 
ventory in the case of Baltimore City and 
37 percent in Baltimore County. 

An outstanding role was also played by 
federal credit aids in the financing of 
new sales housing in the Baltimore area 
in the 1940’s, especially in the postwar 
period. From 1940 to 1950 the number 
of owner-occupied mortgaged homes in 
the Baltimore s.m.a. rose sharply. As of 
August 1950, 63 percent of 20,477 mort- 
gaged owner-occupied properties with 
one dwelling unit built from 1946 to 1950 
had a VA-guaranteed or FHA-insured 
first mortgage.'4 Of a total of 84,584 
mortgaged single-family homes occupied 
by their owners FHA-insured mortgages 
comprised 13 percent and VA- 
guaranteed mortgages 18 _ percent.’ 
These data indicate clearly the great 
stimulus to postwar home ownership 
given by the veterans home loan guaranty 
and the mortgage insurance programs. 

A calculation of the shift from renter to 
owner occupancy in Baltimore City in 
the 1940’s is of general interest, and inci- 
dentally reveals the importance of the 
governmental role in sponsoring or pro- 
viding rental housing. New private 
rental housing built between the two 


18For a comparison of the several FHA rental housing 
programs, see Federal Housing Administration, How FHA 
Mortgage Insurance Operates, Statement by Franklin D. 
Richards, Commissioner, FHA, Before the Subcommittee of 
the House Banking and Currency Committee, February 5, 
1952, pp. 19-21. 

4U, S. Bureau of the Census. U. S. Census of Housing: 
7950. Vol. IV, Residential Financing, Part 2: Large Standard 
Metropolitan Areas, Chapter 4, Table 8, p. 189. 

15 The corresponding figures for the United States were 17 
and 15 percent. Ibid., p. XXXVI. 
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census periods comprised 14,080 dwell- 
ing units in 3-or-more-unit structures, 
and 5,304 rental units in 2-family struc- 
tures,'* a total of 19,384. From Table I 
TABLE I—Numser oF Rentat Units Burtt UNDER 
Pusitic Low-REnT AND War-Housinc anp Sections 207, 


603, AND 608 oF THE NationaL Housinc Act BALTIMORE 
Crry anp County: Aprit 1940 To Aprit 1950 


Baltimore City Baltimore County 


Public Housing........... | ee 3,771! 
Low-Rent............ LA) ee 0 
War-Housing. ........ Ce) ee 3,7711 

National Housing Act...... 7,210 ...... 9 ,587 
Section 2072. ......... 5 ee 552 

TE 3. cites sides ss 6,848 ...... 9,035 
Section 603-wartime?.. 3,275 ...... 3,425 
Section 608-wartime. . . MME occas 3,739 
Section 608-postwar... 3,2674 ...... 1,8714 

ean 16,574) o6. 00 13 ,358 


1 Exclusive of trailers, trailer spaces, and dormitories, 
which totaled 1,192 units and 100 spaces in Baltimore City, 
and 1,686 trailers in Baltimore County. 

2Ten units built under Section 207 in Anne Arundel 
County. 

3800 units under Section 603 built in Anne Arurdel 
County section immediately adjacent to Brooklyn area of 
Baltimore City. 

¢ An additional 2,551 units built under the postwar 608 
program were completed by January 15, 1951. 

Source: Unpublished records and special tabulations of 
Housing Authority of Baltimore City, Public Housing Ad- 
ministration, and Division of Research and Statistics and 
Maryland Office, Federal Housing Administration. 


above we know that rental housing con- 
structed under Section 207 and Title VI 
accounted for 7,210 units or 38 percent of 
the 19,384 total. Other rental housing 
built included 9,364 public housing 
units and perhaps 12,000 units added 
through conversions.7 The total ad- 
dition to the city’s rental supply thus 
amounted to about 40,748. Rental units 
deleted from the housing supply by demo- 
lition and negative conversions (dwelling 
units converted to non-residential use or 
combined to create more living space for 

16 Units authorized in 3-or-5 more unit structures from 
Bureau of Labor Statistics for January 1940-December 1949; 
estimate of rental units in 2-family structures made by writer 
on basis of local building permit records showing 8,532 units 
in 2-family structures, subtracting “603” units whose tenure 
was known, and assuming that one-half the remainder were 
for rent. 

117 A Bureau of Labor Statistics pilot sample study of con- 
versions in Baltimore estimated that 13,660 conversions, the 
bulk of which were rental units, occurred from 1940-1949, 
See B. Lipstein, “How Important Are Conversions in the 
Current Housing Scene,” Housing Research, Housing and 
Home Finance Agency, Spring, 1952, pp. 1-14. 


one family) numbered an _ estimated 
10,550, leaving a net addition to the 
rental inventory of 30,198. As Census 
data show, the rental supply dropped 
4,717 units, apparently 34,915 units 
transferred from renter to owner occu- 
pancy in Baltimore City during the 
decade. 

It is interesting to note the two-sided 
result of federal stimulation of rental 
housing in Baltimore via the 603” 
mechanism. Baltimore was one of the 
country’s leaders during the war in terms 
of Title VI activity, and had one of the 
highest percentages of rental housing 
built under Section 603. However, the 
great bulk of the 7,500 603” renial units 
in the Baltimore area (contained pre- 
dominantly in 2-family structures) were 
sold to individual purchasers during or 
after the war, caught up in the maelstrom 
of forces making for a general transfer of 
dwellings to an owner status. (These 
forces included increased family income 


_and liquid assets, a serious housing short- 


age, and limitation on earnings from rent 
control encouraging owners to take ad- 
vantage of the unrestricted and very 
active sales market.)'® It may be con- 
cluded that the “603” mechanism ful- 
filled its mission of the moment by pro- 
viding rental housing but also contributed 
to the phenomenal shift from rental to 
ownership status. 


Locational Distribution of Housing 


In the 1940-to-1950 decade the housing 
inventory in the Baltimore s.m.a. rose by 
30.6 percent, compared with 17.5 percent 
in the city. Little change took place in 
the blighted area in the city’s core, 
representing one-third of the city’s dwell- 
ing supply in 1950, whereas the housing 
inventory in the remainder of the city 
had a substantial build-up, rising 26.7 

18See Bureau of Labor Statistics, “Effects of Wartime 


Housing Shortages on Home Ownership,” Monthly Labor 
Review, April 1946, p. 560. 
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percent. The rate of growth in the 


remainder of the s.m.a. was three times 
that for the outer two-thirds of Baltimore 
City. Table II summarizes the changes 
in the housing supply for the various 
components of the metropolitan area. 


TABLE II—Increase 1N Dwetunc Units, BALTIMORE 
STANDARD METROPOLITAN AREA AND SUBDIVISIONS THEREOF: 
1940 ro 1950 





Area 


1940 1950 





Total Standard 


Metropolitan Area 300 ,246 | 392,263 
236 ,442 
91 ,055 


145 ,387 


277 ,880 
93 ,618 
184 ,262 


Baltimore City 
Blighted tracts 
Remainder of city 


Remainder of Standard 
Metropolitan Area 
Baltimore County....... 
Anne Arundel County. .. 


63 ,804 
41 ,653 
22,151 


114,383 
78 ,038 
36 ,345 














Source: U. S. Bureau of the Census, 16th Census of the 
United States, 1940, Housing, First Series, Data for Small 
Areas: Maryland, Table 4, and Population and Housing, 
Statistics for Census Tracts, Baltimore, Maryland, Table 4, 
U. S. Census of Housing: 1950. Vol. 1, General Characteristics, 
Chapter 20, Maryland, Table 1, and U. S. Census of Popula- 
tion: 1950, Vol. III, Census Tract Statistics, Chapter 4, Table 3. 

The greatest amount of new home 
building in the county portions of the 
s.m.a. occurred in the more closely 
settled areas adjacent to Baltimore City. 
Long-term factors responsible for the 
rapid growth of these areas include a 
comparative lack of further available 
space in the city, a desire on the part of 
thousands for the attractions of suburban 
living and lower taxes, and the increase in 
industrial activity of established and new 
industries in Baltimore County. The 
wartime speedup of this growth was 
mainly attributable to the Title VI and 
public housing programs, which were 
concentrated in war-booming industrial 
sections requiring housing for thousands 
of inmigrant workers. More than 13,000 
dwelling units provided under these pro- 
grams were all located in the three 
fastest-growing districts of Baltimore 
County. 


LAND ECONOMICS 


As Table I above revealed, more 
Title VI rental housing activity took 
place in Baltimore County than in 
Baltimore City, although the reverse held 
true for public housing. About three- 
quarters of the 1,889 wartime sales units 
constructed under Section 603 were 
located in the same areas as the rental 
units, constituting another push toward 
suburban area growth. The veterans 
home loan program was an influence in 
the other direction, new homes guaran- 
teed by the VA from the program’s incep- 
tion in 1945 through 1950 reaching a con- 
siderably higher figure in Baltimore City 
(7,745) than in Baltimore County (4,683). 

Analysis of the growth pattern within 
Baltimore City (grouping 168 census 
tracts into 16 areas) shows that North- 
wood and Brooklyn experienced the great- 
est percentage increases during the 
decade. Northwood is a very desirable 
residential section inthe rapidly expanding 
northeast section of the city; six postwar 
“608” rental projects located in this area 
accounted for about one-fifth of its incre- 
ment of 6,535 units. The growth of the 
Booklyn area is directly related to the 
industrial growth of the harbor area in 
the southern end of the city and is 
largely attributable to the 3,600 units 
added through private and public war- 
housing developments. A newly de- 
veloped area for Negro occupancy, the 
Cherry Hill section in south Baltimore, 
grew rapidly because of governmental 
stimulus provided by public housing and 
FHA-sponsored activity under Section 
603. 

Other than conversions, the most sub- 
stantial change in the housing supply of 
Baltimore City’s centrally located 56- 
census tract area (designated as blighted 
by the Commission on City Plan in 
1945)!9 was the demolition by the Hous- 

19Commission on City Plan, Redevelopment of Blighted 


Residential Areas in Baltimore (Baltimore: Commission on City 
Plan, 1945), pp. 1-3. 
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ing Authority of Baltimore City of 
3,338 dwelling units in seven slum 
clearance sites and the subsequent 
erection of 3,521 low-rent public housing 
units on these sites. Practically no new 
private homes were constructed in this 
area during this period. 


Housing Quality 


Baltimore City dwelling units with 
outside toilets dropped 75 percent, from 
26,266 in 1940 to 6,499 in 1950. (As 
there were many instances where one 
outside toilet was shared by at least two 
units, the number of outside toilets re- 
moved was somewhat less than 19,767.)2° 
Improvements in housing quality during 
the 1940’s in American cities may be 
attributed in part to higher family in- 
comes and the lack of alternative housing 
during the war, depriving many families 
of an opportunity to shift toa higher hous- 
ing standard, causing owner-occupants 
to repair existing structures instead. In 
Baltimore the activities of the housing 
law enforcement agencies operating 
under the city Housing Code?! based on 
an “Ordinance on the Hygiene of Hous- 
ing” enacted in 1941 played an im- 
portant part in improving plumbing 
facilities. These agencies included units 
of the city Health Department’s Sani- 
tary Section—the Housing Division (sub- 
sequently renamed the Office of Hous- 
ing Law Enforcement and the Hous- 
ing Bureau), the Community Sanita- 
tion Division, and the Rodent Control 
Division—and a group of 20 Police 
Sanitarians. All of these agencies, their 
work buttressed by a Housing Court 
established in 1947, played a part in the 


20 “Frostproof hoppers” removed under permits issued by 
the Division of Plumbing, Baltimore City Health Depart- 
ment, totaled 12,500 from 1940 through 1949, and 14,634 
through 1950. Source: Annual Reports, Baltimore City 
Health Department. Health Department officials estimate 
that about 2 percent of outside hoppers are removed illegally 
without permits. 

21 Baltimore City Health Department, City Housing Code 
(Baltimore: 1943). 


elimination of Baltimore’s outside yard 
toilets, referred to locally as -“‘frostproof 
yard hoppers.” 

The Housing Code requires a toilet 
inside the structure but has no require- 
ment for an inside bath. This may 
explain in whole or in part the fact that 
the increase in dwelling units with pri- 
vate indoor flush toilets was 61,624, com- 
pared with a rise of 56,376 in the number 
of inside private baths. It might be as- 
sumed that only the difference between 
these figures of 5,348 may be attributed 
to the Housing Code, and the remainder 
to the operation of economic forces. 
However an absentee landlord, forced to 
remove his outside hopper, may have also 
decided voluntarily to install a bath at 
the same time with a view to justifying as 
large an increase in rentals as the rent 
control regulations would permit. 

Dwelling units recorded in the 1940 
Census as “needing major repairs” 
totaled 19,670 or 9.2 percent of total 
units reporting; units enumerated as 
“dilapidated” in 1950 were 17,597 or 6.6 
percent of those reporting. In contrast to 
the considerably improved picture in 
plumbing facilities, the numerical close- 
ness of the figures and the less inclusive 
nature of the 1950 “dilapidation” con- 
cept suggest little or no change in the 
number of structurally deficient units for 
the decade.??. Inasmuch as the Housing 
Authority of Baltimore City demolished 
1,642 badly deficient units recorded in 
the 1940 Census, and housing law en- 
forcement activities may possibly have 
shifted a small number from structurally 
unsound to sound condition, and in- 
creased family income undoubtedly per- 
mitted many families to rehabilitate their 


22 The Census Bureau cites “the opinion of a number of 
qualified housing economists that if the two definitions were 
applied in the same Census, the count of ‘dilapidated’ units 
would be smaller than the count of units needing ‘major 
repairs’.” U. S. Bureau of the Census, U. S. Bureau of 
Housing: 1950, Vol. 1, General Characteristics, Part I, U. S. 
Summary, p. XIX. 
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dwellings, the data also suggest that 
dwelling units on their way down in 1940, 
but still structurally in fair shape and 
possessing basic facilities, had slipped 
down in housing quality during the 
decade. 

Using the few available census criteria, 
a comparison of “substandard” units in 
Baltimore City indicates a drop from 
61,610 dwelling units in 1940 (28.9 per- 
cent of the total supply) to 53,276 units 
(19.8 percent) in 1950. A number of 
limiting factors make it difficult to gauge 
the significance of this decrease of 
8,335 units. In 1940 “substandard” 
ordinarily meant to Census-users a unit 
needed major repairs or lacked a private 
toilet or bath or running water. The 
1950 concept, as used by housing, plan- 
ning, and redevelopment agencies, signi- 
fies that a dwelling unit is dilapidated or 
lacks a private toilet or bath or hot 
running water. ‘“Dilapidated” is a much 
more stringent, much less inclusive term, 
than its 1940 predecessor ‘‘major repairs” 
—hbut the 1950 concept of substandard- 
ness is broader in that it utilizes the Jack 
of hot running water as a criterion of sub- 
standardness. Other problems in compar- 
ing the substandard totals derived from 
the Census are the number of units not 
reported and the quality and training 
of enumerators.** 


Role of Housing Programs 


Public Housing. The Housing Au- 
thority of Baltimore City, set up in 1937, 
built nine low-rent public housing proj- 
ects in 1941 to 1945 totaling 5,021 units. 
Seven of these were slum-clearance de- 
velopments in the centrally located 
blighted area, and two were vacant site 
projects comprising 1,500 units built at 
the eastern and southern ends of the city. 

23 For a critical review of Census criteria of housing quality 
see Allan A. Twichell “Measuring the Quality of Housing 
in Planning for Urban Redevelopment” in Urban Redevelop- 


ment: Problems and Practices, Coleman Woodbury, Editor. 
(Chicago: University of Chicago Press, 1953), pp. 21-25. 
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Clearance of the seven slum sites in- 
volved the demolition of 3,338%4 badly 
deteriorated dwellings and replacing 
them with 3,521 low-rent units of stand- 
ard construction. During the war years 
the federal government built an addi- 
tional 4,900 dwelling units for war 
workers on vacant land in the Baltimore 
City area, which have been managed by § 
the Baltimore Housing Authority. Four 
of these projects (1,245 units) were built 
of temporary construction,?* two of them 
Negro-occupied projects in the Baltimore 
County area adjacent to Baltimore City 
(Turner Station) where a small Negro 
community had been in existence. Also 
1,000 temporary demountable units were 
originally built at Brooklyn Homes (in 
addition to 500 permanent units) within 
the city limits, of which 421 had been 
removed from the housing supply by 
March 1950. Of the total Authority- 
managed program of 8,938 units in 
Baltimore City in March 1950, all but 
1,323 units were of permanent construc- 
tion. 


The median number of rooms per 
rental unit in Baltimore City was 4.27 in 
1940, and 3.60 in 1950. Public housing 
units were larger than the latter figure, 
the median for the low-rent units being 
4.35 and for war housing 4.53. The 
process of conversion and the shifting of 
larger size rental units to owner occu- 
pancy caused the lowering of the room 
size distribution in the city’s rental supply 
during the decade. Public housing 
served to raise the average number of 
rooms per rental unit during the ten 


24 The 1940 Census lists only 1,642 units on the blocks in- 
volved in the seven sites, the remainder being vacant and 
boarded up prior to demolition, or already in the process of 
demolition by April 1940. 

25 All of these dwellings were standard, as measured by 
Census criteria. However, the temporary war-housing 
projects, as in the case of some of the “603” defense housing 
developments, were not of the same quality as others built 
under public housing or FHA insurance auspices. All 
temporary war-housing projects in the Baltimore area are 
slated tor removal from dwelling use by 1956. 
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years, although it also contributed to the 
drop in the median number of rooms per 
occupied unit of the total inventory from 
5.5 to 5.1. 

The addition of the public housing 
supply with its units of standard construc- 
tion and its demolition of substandard 
units improved the quality of the city’s 
rental housing. As relatively little new 
private housing (an estimated 2,400 
units) was built for Negro occupancy in 
the Baltimore area in the 1940’s, the 
addition of 4,279 units for Negro occu- 
pancy through public housing may also 
be singled out as an important factor in 
Baltimore’s housing during the decade. 


For the city as a whole, the median 
gross rent was $28.27 in 1940 and $45.42 
in 1950. By contrast the average gross 
rent in 5,021 permanent public housing 
units occupied by low-income families 
was $29.75 as of April 1, 1950. The 
median contract rent for Baltimore was 
$23.60 in 1940 and $40.30 in 1950. 
In the 4,820 public war-housing units 
(inhabited by somewhat higher income 
families than the low-rent projects) the 
average contract rent (including all utili- 
ties except heat) was $36.41 as of March 
1950. In terms of Census categories of 
structural type, public housing contrib- 
uted more than its proportionate share of 
units in “5 to 9” and “10 to 19” dwelling 
unit structures. 


Compared with the remainder of the 
rental housing supply, the characteristics 
of public housing in Baltimore may be 
summed up as tending toward larger 
size units more recently built of better 
quality, somewhat lower rents, and lo- 
cated in the city’s center, east and south, 
in structures containing more units on 
the average than other structures. Form- 
ing an important segment of Baltimore’s 
total rental housing in the 1940’s, public 


housing played an even larger role in. 


the housing market activities of the 
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blighted centrally located third of the city 
and in constituting the largest share of 
new housing made available for Negro 
occupancy during the decade. 

Housing Law Enforcement. The enforce- 
ment effort during the war period was 
devoted mainly to the correction of un- 
sanitary and unsafe housing related to 
the city’s large influx of war-industry 
workers and their families. Experience 
gained during these years, according 
to an official account, ‘demonstrated 
that an enforcement program under 
normal conditions could achieve much 
more in the way of satisfactory compli- 
ance with the housing code on a block or 
area basis than by spot enforcement 
based largely on complaints.”?¢ 

In 1945 the Mayor asked an inter- 
departmental group of officials to co- 
ordinate their efforts toward correcting 
flagrant violations of city ordinances (the 
Building Code, the Fire Prevention Code, 
the Electrical Code, the Zoning Ordi- 
nance, and the Housing Code) in areas 
where bad housing and unsanitary living 
conditions existed. The Committee se- 
lected a block (later known as Block 
No. 1) in the southern part of the City, 
believed to be fairly characteristic of its 
substandard Negro housing. Representa- 
tives of the enforcement agencies—the 
Health Department, the Bureau of Build- 
ings, and the Fire Department—made in- 
spections of each property in the block, 
noted all existing violations, and issued 
legal notices for their correction. As a 
result of this first trial late in 1945 of the 
coordinated law enforcement program, 
plans were made to expand it to adjoin- 
ing blocks. Later, six areas of the City, 
consisting of 308 blocks, were selected as 
suitable. After the first block survey was 
concluded it was decided that inspections 
in this intensive area approach were to 


26 Huntington Williams and Wilmer H. Schulze, “Housing 
Law Enforcement and the City Health Department’s Attack 
on Slums,” Baltimore Health News, December 1948. 
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be conducted by the Health Department 
only, other agencies to be called in for 
special problem cases. 

A complete analysis of the total housing 
law enforcement accomplishment would 
require an evaluation of the citywide and 
area work of the four agencies involved.?? 
The Community Sanitation Division was 
first in this field, with the Housing Divi- 
sion being established in 1943, and the 
Rodent Control Division and Police 
Sanitation unit set up in 1947. From 
1940 through 1946 the first two of these 
agencies were responsible for the re- 
moval under permit of 6,633 outside 
hoppers, and all four participated in 
the removal of an additional 5,967 
in 1947 through 1949. The Police Sani- 
tarians corrected 108,443 violations in all 
parts of the city from July 1947 to Sep- 
tember 1950. Most frequent of these 
corrections (which included multiple 
violations and revisits of certain dwell- 


ings) represented sanitary and environ- 
mental improvements such as the secur- 
ing of garbage containers (30,954), tear- 
ing down of backyard fences (14,884), 
cleaning and grading of yards (13,693), 
the removal of outside hoppers (5,624), 
streets cleaned (5,476) and yard sheds re- 


moved (5,062). Structural improve- 
ments were much fewer—1,215 floors 
repaired, 1,115 roofs repaired, 787 walls 
repaired, 320 ceilings repaired, etc. 
About two-fifths of the Rodent Control 
Division’s workload (17,000 violations 
corrected from January 1948-March 
1950) was on a block basis and the re- 
mainder on a citywide complaint basis. 
Housing and environmental complaints 
coming to the Health Department not 
within the purview of the Housing Di- 
vision specific areas, or the Rodent Con- 
trol Division’s rat eradication and rat- 


27 Data in this paragraph from Annual Reports, Baltimore 
City Health Department, 1940 to 1950, and unpublished 
tabulations of Police Sanitation unit and Rodent Control 
Division. 


proofing activities, were handled by the 
Community Sanitation Division. 

Probably the most comprehensive 
housing improvement arising out of the 
law enforcement tool stemmed from the 
area program of the Health Depart- 
ment’s Housing Division. The total 
citywide enforcement effort of this unit 
from 1940 through March 31, 1950, in- 
cluded 6,412 structures inspected and 
13,015 dwelling units ‘“‘improved.’’?* 
Unfortunately, information on the types 
or extent of these improvements is not 
available. In an effort to test the results 
of this Division’s area activities as meas- 
ured by Census data, an examination 
was made of 1940 and 1950 data on 
blocks in the four areas of the city on 
which intensive enforcement work had 
been completed by April 1, 1950. This 
comparison is subject to the limitations of 
changes in Census terminology previously 
discussed. 

Collectively the four areas showed a 
decline in substandardness from 72.0 
percent in 1940 to 59.5 percent in 1950, 
compared with a citywide drop from 
28.9 to 19.8 percent. Two of the areas 
(Mount Clare and “Urban”) improved 
more, and two (Franklin and Sharp 
Street) improved less than the city asa 
whole. The section that showed the 
greatest improvement, Mount Clare, is 
the only one of the four outside the 
blighted area zone. Sharp Street, one of 
the two areas showing least improvement, 
is noted as a “rock bottom slum.” 

As in the case of the city generally, the 
improvement in plumbing facilities for 
the 80 blocks was much greater than in 
structural condition (1,082 units needing 
major repairs in 1940 and 712 designated 


28 Annual Reports, Baltimore City Health Department, 
1940 to 1950, and unpublished data, Housing Bureau, 
Baltimore City Health Department. For the most recent 
official report of the activities of the latter agency, se 
Housing Bureau, Baltimore City Health Department, The 
Baltimore Plan of Housing Law Enforcement (Baltimore: May 
1952). 
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as “dilapidated or no running water” in 
1950). Inasmuch as “dilapidated” is 
believed to call forth a smaller count 
than ‘“‘major repairs,” it is difficult to de- 
termine the extent, if any, of the structural 
improvement in these areas. In spite of 
the terminological difficulties in this com- 
parison, the large proportion of sub- 
standardness remaining in 1950 indicates 
the limitations of law enforcement when 
applied to slum areas in an advanced 
state of deterioration. It is possible that 
more far-reaching improvements might 
ensue if this type of approach was applied 
to areas on their way down, but of a 
higher level of housing quality. This is 
the kind of area utilized under the ex- 
perimental ‘‘Pilot” area approach (initi- 
ated in 1951) based on a 27-block area in 
East Baltimore, which was 33 percent 
substandard in 1950.?° 

The Census does not enumerate the 
physical environment of dwellings. And 
Allan Twichell has observed that houses 
may be entirely free from the defects re- 
ported by Census “‘and yet be either un- 
livable or poor enough to involve prob- 
lems of definite concern for public policy. 
Significant factors not covered include 
natural lighting, means of egress in case 
of fire, size of rooms, operability of 
plumbing, dampness, specific fire hazards 
and infestation.”’°® It should be recog- 
nized therefore that many improvements 
accomplished under housing law enforce- 
ment are of such a nature that would not 
be reflected in the few Census criteria of 
housing quality but may nevertheless 
constitute marked improvement in the 
housing environment. Many other im- 
provements, such as putting an outside 
toilet inside, may still leave the unit 

29When data become available on the “before” and 
“after” surveys that have been conducted of the “pilot” 
area (half a Census tract) using the housing appraisal tech- 
nique of the American Public Health Association, a much 
more searching and useful evaluation ot housing law en- 


forcement in Baltimore will be possible. 
30 Allan A. Twichell, op. cit., p. 21. 
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substandard because the toilet might 
be inside the structure byt shared 
by the occupants of two or more dwell- 
ing units and, therefore, not be private. 
Similarly a private inside toilet could 
be squeezed inside even a small unit 
in an old structure, but space (or the 
landlord) might not permit the installa- 
tion of private bathing facilities. Finally 
the objective of housing law enforcement 
activities in Baltimore or any other city is 
only to bring existing housing up to the 
minimum standards prescribed by the 
community’s housing code, which may 
not preclude many improved dwelling 
units from a “substandard ”’classification 
based on more rigid criteria. 

FHA Mortgage Insurance. It is more 
difficult to trace the direct and indirect 
effects of government guarantee and in- 
surance programs in influencing changes 
in housing characteristics in a particular 
community than in the case of public 
housing or law enforcement. However, 
the volume of construction financed 
through the federal credit aids and avail- 
able data on the size, age, financial, and 
structural characteristics of these units 
furnish suggestive evidence as to the 
general direction of influence exercised. 


A total of 126,514 property improve- 
ment loans were insured under Title I 
of the National Housing Act from 1940 
to 1950 in the Baltimore s.m.a.*! This 
was an average of 11,501 a year, more 
than double the annual rate of 5,215 
notes insured in 1934 to 1939 in the 
Baltimore metropolitan district.** As a 
breakdown of the types of improvements 
on properties involved is not available 
for individual metropolitan areas, the 
proportion of improvements made to 
homes in the Baltimore area in the 1940’s 


31 Unpublished tabulation, FHA Division of Research and 
Statistics. 

32 Federal Housing Administration, FHA Homes In Metro- 
politan Districts (Washington: Government Printing Office, 
1942), p. 79. 
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which were financed via Title I cannot 
be determined. 


A recent FHA report** reveals that in 
the 1935 to 1950 period in the Baltimore 
s.m.a. 28,130 new and existing 1- to 4- 
family home mortgages were insured 
under Section 203 of the National 
Housing Act. The 16,317 new 1-to 
4-family homes insured from 1941 to 
1950 (64 percent of which were built in 
1941 to 1946) represented a considerable 
proportion of new homes built in the 
Baltimore area in the 1940’s. Existing 
homes insured in the same_ period 
equalled only one-fourth this amount, 
4,250. 


New homes insured in the Baltimore 
metropolitan district under Section 203 
in 1940 were much larger than those in- 
sured in 1950 in the Baltimore s.m.a. al- 
though the median value of the 1940 
group was $5,391, compared with $8,888 
for those insured ten years later. (No 
data are available from FHA on the 
size of Section 203-insured homes for 
other years of the 1940’s.) In 1940 the 





33 Federal Housing Administration, FHA Homes in Standard 
Metropolitan Areas, 1950 (Washington: Government Printing 
Office, 1953), data on Baltimore. 


median number of rooms of insured 
homes was 5.86, contrasted with 5.02 for 
the 1950 group. The latter figure was 
almost one full room below the median 
number of rooms of all owner-occupied 
units in the city in 1950 (5.98), and about 
.4 of a room below the median number 
of rooms, 5.41, owner-occupied units 
built in the s.m.a. 1945 or later. Of 
course, 1950 was a year of rising construc- 
tion costs, and the 5-room “economy” 
row house was probably typical of a 
large proportion of home building in that 
year in the Baltimore area, whether FHA- 
insured or not. 


Table III compares 1950 Census data 
on the median size and other property 
characteristics of FHA-insured homes in 
the Baltimore area in 1950 with homes 
having VA-guaranteed and conventional 
first mortgages. The interest rate for the 
three types of mortgages were 4.5 percent, 
4.0 percent, and 5.5 percent, respectively. 
Other Census data not shown reveal that 
the majority of the government-insured 
single family properties had been ac- 
quired as new homes compared to only 
one-fourth of those with conventional 
mortgages. 


TABLE III—Sertectrep PROPERTY CHARACTERISTICS OF OWNER-OCCUPIED PROPERTIES WITH ONE 
DweE.Luinc UniTr BY GOVERNMENT INSURANCE STATUS OF First MORTGAGE, BALTIMORE STANDARD 
METROPOLITAN AREA, 1950 











FHA- VA- Conventional 
Insured Guaranteed Mortgage 
Properties | Properties Properties 

Gs oo oh odes nk ch ede eee aacd ah eas + ~sie 10,772 14,809 59,003 
Median number of rooms................-seseeeeeeee 5.25 5.75 5.99 
Percent built since 1945.......... 0... cece cece eee eees 39% 57% 13% 
Median Purchase Price..............sseecscceseccees $6,600 $7,700 $5,000 
NS iin cnc nada theae boas Gah Ohadees +s tal $8, 100 $8,600 $7,600 
Median debt as percent of value....... RES eente esse Tae 75% 73% 40% 
Median total mortgage loan as percent of purchase price. . 88% 94% 74% 














Source: U. S. Bureau of the Census. U. S. Census of Housing: 1950, Vol. IV, Residential Financing, Part 2: Large 
Standard Metropolitan Areas, Chapter 4, Table 8, pp. 189-191. 
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Wartime units built in Baltimore under 
Section 603 were predominantly 2-family 
unit structures. By contrast, the projects 
constructed under Section 608 were 
large-scale multi-unit rental develop- 
ments, three developments consisting of 
elevator apartment buildings  con- 
structed in 1950, and the other 95 projects 
garden-type developments of two or 
three stories, with structural types falling 
predominantly into the Census categories 
of “10 or more,” “‘5 to 9,” and ‘3 or 4 
unit” structures. The ‘207’ projects 
were also multi-unit, garden-type de- 
velopments. 


A comparison of the characteristics of 
the postwar “608” projects*4 with 1950 
data on the total rental inventory show 
the ‘“‘608” units as half a room larger and 
with twice the contract rent. These 
differentials in unit size and rent are 
much less pronounced when the ‘‘608’s”’ 
are compared with rental units built 
1945 or later. 


Housing for Negro occupancy built 
under Title VI in Baltimore City and 
County in the 1940-1950 decade num- 
bered 1,834 rental and 500 sales units. 
The increase in nonwhite housing within 
Baltimore City resulted from public 
housing, the 1,569 new private dwellings 
built under Title VI, but mostly through 
the shifting of units from white to non- 
white occupancy and the conversion 
process. Of Baltimore County’s in- 
crease of 1,831 nonwhite-occupied units, 
904 were in three public war-housing 
projects, 500 in a wartime “‘608” project, 
and 265 units were in three ‘603” 
projects, these three sources accounting 
for almost all of the increase. The social 
dynamics of the situation in the Baltimore 
City area, as in many metropolitan 
areas throughout the country, to a con- 
siderable extent reflect the flight to the 





3* Compiled from unpublished records of the Maryland. 
State Office, FHA. 


suburbs for the ordinary reasons, plus 
moving to exclusively white areas, while 
the Central City situation reveals the 
reluctant turning-over to the hemmed-in 
Negro community of additional older 
residential areas in western, north-cen- 
tral, and northwestern Baltimore. 

VA Home Loan Guaranty. The VA role 
in financing new and existing construc- 
tion in the Baltimore area in the postwar 
period was much greater than that of the 
FHA. Mortgages on new homes guaran- 
teed veteran purchasers by the VA from 
the program’s inception in 1945 through 
1950 totaled 12,428 in Baltimore City and 
Baltimore County,*® twice the FHA- 
insured volume under Section 203 of 
5,990 for the same period in the Baltimore 
s.m.a. (which also includes Anne Arundel 
County). On existing homes, VA ac- 
tivity was more than three times that 
under Section 203 for the six-year period, 
12,933 contrasted with 3,844. The VA 
guarantee applied to almost twice as 
many new and existing homes in Balti- 
more City as in Baltimore County. 
Data showing the breakdown of the VA 
program are provided in Table IV. 


TABLE IV—First anp SEconD MortcaGes GUARANTEED 
BY VETERANS ADMINISTRATION: BALTIMORE CiTy AND CouNTY 


1945-1950 
New Existing 
: Construction Construction Total 
Baltimore City....... 7,745. 8,970 16,715 
Baltimore County.... 4,683 ... 3,963 8 646 
4 (J 7, | rrr 12,428 ... 12,933 25 ,361 


Source: Loan Guaranty Section, Baltimore Office, 


Veterans Administration. 

As might be expected in view of their 
veteran status, owners of mortgaged prop- 
erties with VA guarantees are predomi- 
nantly below 35 years of age. Nonwhite 
owner-occupants comprised 8.6 percent 
of all VA-backed mortgages in the Balti- 
more s.m.a., which contrasts with 12.0 
percent of properties with conventional 
"ee hleiaaiiin furnished by Loan Guaranty Section, 


Baltimore Office, Veterans Administration; data on Anne 
Arundel County unavailable. 
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mortgages and only 1.1 percent of FHA- 
insured mortgages. Of 7,723 mortgages 
on nonwhite owner-occupied single fam- 
ily homes in 1950, 1,089 were under VA 
and 113 under FHA auspices. 

Rent Control. Only fragmentary statis- 
tical data are available on the status and 
characteristics of units covered by rent 
control and the effects of rent control on 
Baltimore’s housing from 1940 to 1950. 
Rent Stabilization officials estimate that 
80 to 90 percent of controlled units in 
the Baltimore area in 1950 (number un- 
known) had received a rent increase, 
which approximated 15 percent for most. 
As of February 1, 1950, luxury apart- 
ments of 5 rooms or less renting for more 
than $100 in structures with 4 or more 
units were decontrolled in Baltimore. 

While the Baltimore data are inade- 
quate to confirm hypotheses on the direct 
and indirect effects of rent control, it is 
important for our purpose to restate 
some assumptions on possible effects. 
Among these hypotheses are the holding 
down of rents for controlled units, the 
stimulation of conversions, and a shifting 
of single-family homes to owner occu- 
pancy. Most housing economists who 
have written on the subject believe that 
rent control was an important factor in 
reducing the volume of new rental hous- 
ing construction.*® It may also be specu- 
lated that rent control by deterring land- 
lords from making needed repairs has 
been conducive toward lessened mainte- 
nance of existing housing, consequently 
making for a lower level of housing quality 
in the rental supply of 1950 than would 
have existed in a free market. 

In addition to the holding down of 
rents on a gradually decreasing segment 


36 Leo Grebler, “Implications of Rent Control Experience 
in the United States,” International Labour Review, April 1952, 
pp. 7-9. For a contrary view in which it is argued that the 
natural forces in the imperfect and inefficient housing market 
so inhibit the production of new rental housing that rent 
control has little effect, see Lloyd Rodwin, “Rent Control 
and Housing,” Social Research, September 1950, pp. 302-319. 
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of the rental supply, the byproduct 
effects of rent control certainly played a 
large role in the behavior of the housing 
market in Baltimore in the 1940 to 1950 
decade, particularly in the subtracting of 
larger-size units from the rental supply 
occasioned by shifting of larger-size dwell- 
ings to owner occupancy and the con- 
version of dwelling units. The BLS 
study of conversions in Baltimore showed 
that 83 percent of all conversions were in 
single-family, noncommercial structures 
and that 69 percent had 3 or fewer 
rooms.*? It is difficult to ascertain the 
extent to which any single factor such as 
rent control influenced the huge transfer 
of homes from a tenancy to home owner- 
ship status. 


Limitations of Data 


Although the user of Census data, 
comparing 1940 and 1950, is confronted 
by difficulties stemming from changes in 
terms and definitions in such fields as 
housing quality, Census data, terms, and 
procedures facilitate to a great extent the 
task of delineating changes in the size 
and character of the housing supply in a 
single metropolitan area. It would be 
helpful in measuring the role of gov- 
ernment if large private and _ public 
housing projects constituted separate 
enumeration districts (or some other 
common denominator of measurement); 
this would permit more precise compari- 
sons than have been possible in this 
paper. In view of the fact that federally- 
aided local redevelopment programs have 
been added to the accepted array of 
governmental techniques in the housing 
field in the United States, the number of 
projects under some type of public aid, 
sponsorship, or insurance may be even 
larger in 1960 than in 1950. This under- 
lines the importance of tabulation and 
availability of data on these develop- 


37 B. Lipstein, op. cit., p 6 and Table 7, p. 11. 
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ments individually and collectively which 
would permit more accurate comparisons 
with the remainder of the area housing 
supply and with similar developments 
throughout the country. As the partici- 
pation of all levels of government in hous- 
ing is unlikely to diminish materially, it 
would also seem advisable public policy 
to gather and evaluate more data on 
the effects of these programs in different 
metropolitan areas, as well as on the 
national basis. 


Measurement of governmental in- 
fluence as a determinant of housing 
change, on a national or local scale, is 
beset by conceptual limitations. It is 
difficult to single out individual causes, 
be they government housing programs or 
market forces, as solely or primarily re- 
sponsible for specific changes when many 
related factors are moving in the same 
direction. The precise effect of federally- 
built-or-insured housing on the pattern 
of residential development in the Balti- 
more area in the 1940’s is impossible to 
determine; many of the same areas would 
have been built up, sooner or later, with- 
out governmental stimulus. Liberalized 
credit terms offered under federal in- 
surance programs—smaller downpay- 
ments, longer amortization periods, and 
lower interest rates—probably served to 
increase the purchase of medium-and 
lower-priced homes. However, as 
Grebler has pointed out, “the reduction 
of downpayments may have had the effect 
of causing anumberof . . . . purchasers 
to devote a smaller proportion of their 
liquid assets to this purpose than they 
would have done otherwise, or to buy 
more expensive houses.”** Housing eco- 
nomics today has only partial knowledge 
of the effects of different variables on 
housing demand, such as income, price 
movements, changing tastes, and credit 


38 Leo Grebler, The Role of Federal Credit Aids in Residential 
Construction, op. cit., pp. 25-26. 
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facilities,?® variables which were particu- 
larly volatile during the war and postwar 
periods. Progress in research along these 
lines might also throw light on the po- 
tential and limitations of governmental 
housing policies and programs in causing 
housing change. 


Summary and Conclusions 


The part played by the five govern- 
mental housing programs under review 
in influencing seven important changes in 
Baltimore’s housing situation from 1940 
to 1950 is indicated briefly below. 


(1) FHA Title VI programs provided a 
larger increment to the housing supply out- 
side than inside Baltimore City, while a much 
larger percentage of the public housing 
total was contained within the city; the VA 
guaranty applied to many more new homes 
for sale in Baltimore City than in Baltimore 
County. 

(2) The increase in home ownership was 
greatly facilitated by the liberalized credit 
and low downpayment provisions of the 
federally-backed guarantee and insurance 
programs. The FHA and public housing 
programs provided the bulk of new rental 
housing, the latter program constituting the 
only substantial source of new good quality 
rental units for Negro families. Rent control 
probably played a large role in the sub- 
traction of units from the rental supply. 

(3) The public housing and the postwar 
FHA rental housing program under Section 
608 had larger unit sizes than the remainder 
of the rental supply in 1950. Reflecting the 
postwar trend toward building smaller size 
homes, sales homes insured by FHA in 1950 
were much smaller than those insured in 1940. 

(4) The “608” and public housing pro- 
grams departed from the 1-family row house 
pattern of Baltimore City with a high pro- 
portion of dwellings sponsored by or built by 
them in 5-or-more-unit structures. 

(5) Factors operating to alter the quality 
distribution of Baltimore’s housing stock dur- 
ing the decade included the not dilapidated 
condition and presence of basic facilities of 
practically all new units built. The rise in 
family income and the wartime housing 

3® Sherman J. Maisel, “‘Variables Commonly Ignored in 


Housing Demand Analysis,” Land Economics, August 1949, 
p. 274. 
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shortage led to a wholesale improvement in 
the existing supply, with some FHA assistance 
in financing modernization and repair loans. 
The existing housing supply was aided by 
housing law enforcement activities, more so 
in the case of plumbing facilities than in 
structural condition. Public housing slum 
clearance operations replaced 3,400 slum 
homes with 3,500 decent homes at low rents; 
1,500 additional low-rent public housing 
units were built on vacant land, as were 
5,000 public war-housing units. FHA’s 
Section 608 developments also improved the 
quality of the rental supply. 

(6) The rents of public housing projects 
served to lower, and postwar ‘608’ projects 
to raise, the rent distribution in 1950. While 
units covered under rent control rose only 
moderately, rent control was a factor in caus- 
ing many lower priced units going completely 
out of the rental market and being replaced 
by higher-priced, converted, or new units. 
The law enforcement program may have 
influenced some rise in rents, in that land- 
lords making required improvements in units 
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with controlled rents were ordinarily per- 
mitted compensatory rent increases. 


(7) Within the city, substantial accessions 
to the Negro housing supply came through 
public housing, with a lesser role being 
played by the FHA Title VI programs. In 
Baltimore County the small addition to 
Negro housing came almost entirely from 
public housing and Title VI. Federal credit 
aids played a very small part in financing the 
rise in home ownership among nonwhites. 


While the importance of economic 
forces and conceptual and statistical 
limitations preclude the conclusion that 
government was the dominating force in 
causing housing change, the several gov- 
ernment programs reviewed collectively 
played a formidable role in influencing a 
number of significant changes in Balti- 
more’s housing in the 1940 to 1950 
decade. 





Plantation Agriculture in the United States: 
Seventeenth to Twentieth Centuriest. 


By PAUL S. 


oo has etched the image of a 
plantation as a large agricultural 
enterprise run by a white-skinned opera- 
tor called a planter, using numerous 
Negro slaves to grow cotton, rice, indigo, 
sugar or tobacco on great landholdings in 
southern States. The outlines of this 
classic model are impressed so sharply 
that the plantation system in the United 
States has seemed an institution belong- 
ing peculiarly to the South, and to the 
period of slavery before the Civil War. 
Despite occasional amendments and 
scholar’s notations to the contrary, this 
image has tended to remain, stereo- 
typed as to place, time, race and crop, 
and as to forms of capital investment, man- 
agement and labor. Certainly a concep- 
tion that is so limited is inadequate if the 
full light of history is to shine upon agri- 
cultural enterprises of the present. Plan- 
tation agriculture does not lack for 
variety. 


Freeing ourselves from the rigidity and 
dominating influence of the stereotype is 
a slow process. As late as 1900 the dis- 
tinguished Virginia historian, Philip A. 
Bruce, was so impressed with the classic 
model that he—and others with him— 
believed that the end of slavery had 
spelled the doom of the plantation system 
itself. As a sort of epitaph to the insti- 
tuition he set down as his judgment that 
“thirty-five years after Appomattox, the 
ruin of the economic and social system 
which prevailed [in the South] in the age 

t This paper stems from research supported by the Bureau 
of Business and Economic Research of the University of 


California. Beverly Starika assisted in its preparation. 
* Professor of Economics, University of California. 


TAYLOR* 


of slavery and of the large plantation is 
complete.”’! 


By looking too much at one area in one 
period of the past, and too little at his 
own present, Bruce managed to conceal 
the vigorous survival of plantation agri- 
culture from his own eyes. He was not 
long in being caught up. His fellow- 
Southerner, Alfred H. Stone of Missis- 
sippi, assured the American Economic 
Association in 1901 that Bruce was mis- 
taken: the plantation system was still in 
a flourishing condition, at least in the 
Mississippi Delta.? Stone also taxed the 
Bureau of the Census with contributing to 
the prevailing illusion that the plantation 
was dead, and cited the official practice 
of reporting tenant holdings that were 
parts of a “plantation” operating under 
single control, simply as so many separate 
°*farms.’’3 


Under spur of this criticism the census 
of 1910 collected data in southern states 
to show when so-called tenant “farms” 
were in fact parts of a unified plantation 
operation. It set up the classification 
‘tenant plantation,” and defined it as a 
‘continuous tract of land of considerable 


‘ area under the general supervision or 


control of a single individual or firm, all 
or a part of such tract being divided into 
at least five small tracts, which are leased 


1 Philip A. Bruce, “Social and Economic Revolution in 
the Southern States,’ Contemporary Review, July 1900, p. 59. 


? Alfred H. Stone, “The Negro in the Yazoo-Mississippi 
Delta,” paper read at the American Economic Association, 
Washington, D. C., December 1901, in Alfred H. Stone, 
Studtes in the American Race Problem (New York: Doubleday, 
Page & Company, 1908), pp. 89-90. 


3 [bid., pp. 90-91. 
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to tenants.” It found tenant plantations 
in the South numbering between 22,000 
and 40,000. ° 


In 1916 the census took the additional 
step of recognizing that large-scale 
“farms” using wage workers were also 
plantations in fact, even if not so identi- 
fied in prevailing usage. As measure of 
the minimum size of wage-labor opera- 
tion that could be regarded properly as a 
plantation, the census decided at that 
time to equate an annual payment of 
$1,000 in wages with the use of five 
tenants.* In tabulating the 1910 statistics 
of wage-labor plantations on this basis, 
it found about 15,000 in eleven southern 
states, and about 62,000 in the rest of the 
country.” In these ways the census began 
clarification. Plantations were not con- 
fined to a region any more than to a single 


4 Thirteenth Census of the United States, 1910 (Washing- 
ton, D. C.: Government Printing Office, 1913), Vol. V, 
p. 878. No further “tenant plantation” schedules were 
taken until 1940. In that year the definition ot “tenant 
plantation” was broadened to include those enterprises in 
the South that regularly employed five or more families if 
at least one of them was a cropper or other tenant; the others 
might be wage laborers. In 1945 it was defined as an enter- 
prise of two units or more, one of them operated by a cropper 
or other tenant. In 1950 “tenant plantation” in the South 
was redefined to require that all units except the “home 
farm” be cropper-operated. The name of the schedule 
was changed from “plantation” to “multiple-unit.”” See 1950 
United States Census of Agriculture (Washington, D. C.: 
Government Printing Office, 1952) Vol. V, part 2, pp. 8, 
11-12.) Possibly this change in designation was dictated by 
the great reduction in minimum size of enterprise covered 
by the schedule, from five units to two. 

5 Thirteenth Census, Vol. V, p. 881. Differences in 
interpretation of the enumerators’ returns account for the 
wide range between figures. See C. O. Brannen, 
Relation of Land Tenure to Plantation Organization, United 
States Department of Agriculture Department Bulletin No. 
1269 (Washington, D. C.; Government Printing Office, 
1924), p. 4, n. 1. 

* Bureau of the Census, Plantation Farming in the United 
States (Washington, D. C.: Government Printing Office, 
1916), p. 30. The study was under the direction of John 
Lee Coulter of the Census department, assisted by a staff 
drawn from universities and agricultural colleges. 

7 Ibid., pp. 31, 33. ‘‘While funds did net permit the 
Census Bureau to make a study of the extent of the tenant 
plantations except as shown for the 325 southern counties, 
an investigation pertaining to wage labor plantations has 
been made for the entire United States.”  (ibid., p. 29.) 
Schedules of “large-scale tarms”’ using wage-labor continue 
to be taken by each succeeding census in all parts of the 
country. 


LAND ECONOMICS 


labor system. Large-scale agricultural 
enterprises were “plantations” even if 
official recognition had lagged and local 
usage still called them ‘‘farms.”’® 


Eight years after the census made this 
special study, an agricultural economist 
of the Bureau of Agricultural Economics, 
C. O. Brannen, defined a plantation as a 
“unified agricultural organization of con- 
siderable size under one management, of 
practically a continuous tract of land, 
operated as a single unit with respect to 
the methods of control of labor and 
products... .”® His definition pro- 
vides a good tool for freeing the planta- 
tion concept of the rigid limitations of 
place and time, race and crop, and the 
forms of capital investment, management 
and labor imposed by the classic model. 
It should be used to reveal the plantation 
system wherever, whenever, and in what- 
ever forms it may be found. It is as im- 
portant today to recognize that the 
plantation system is characterized by 
variety, and to try to identify some of its 
principal variants, as it was once to 
understand and delineate the archetype. 


The notion that the plantation system 
depends on slavery was never true. The 
rise of slavery followed rather than 
preceded the beginnings of plantation 


8 The census study of plantation farming noted that 
“various authorities’ had strongly recommended that 
census enumerators should take a “‘plantation schedule” “‘in 
all parts of the country,” not only in the South. This recom- 
mendation was not followed. (Jbid., p. 6.) So long as the 
diversity of form of large-scale enterprises continues, and 
certain of these forms—tenant or cropper plantations—are 
geographically concentrated in clusters of southern counties, 
national enumeration under a single “plantation schedule” 
covering wage, tenant and cropper operation is unlikely. 
Cost, at least, is against it. It remains possible, however, to 
combine multiple-unit and large scale farm tabulations to 
arrive at a comprehensive statistic of plantation agriculture 
throughout the United States. The census of 1950 reports 
16,911 “multiple-unit farms” with five or more units in the 
South, 28,350 farms using five or more regular hired workers 
and 47,199 farms using five or more regular and seasonal 
workers. (1950 Census of Agriculture, Vol. V, part 2, p. 56; 
Vol. II, chapter IV, p. 250.) 

* Brannen, op. cit., p. 9. With free labor in mind, Brannen 
referred only to tenants and wage-laborers in his definition. 
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agriculture.!° That system was founded 
in Virginia in the early seventeenth 
century upon the basis of indentured 
service, a status that was unfree, but 
certainly not slave.!! Slavery did not 
become a clearly defined legal status 
until the eighteenth century. From then 
on, until freedom came, slaves were the 
labor mainstay of southern plantation 
agriculture, and use of wage or share-crop 
labor was slight. 

After emancipation southern planters 
were obliged to seek another labor system. 
Denied the right of holding slaves, they 
turned quickly to these other forms they 
knew, sharecropping and wage labor. 
The former came to predominate in 
cotton within a few years and the la: er 
in sugar and rice.'* 

Under sharecropping the worker lives 
on a small plot belonging to a landlord, 
and performs the labor on it necessary 
to produce a staple crop. He receives 
remuneration in the form of a share of 


10John Russell, The Free Negro in Virginia, 1619-1865 
(Baltimore: Johns Hopkins Press, 1913), pp. 17-18; Oscar 
and Mary Handilin, “Origins of the Southern Labor System,” 
William and Mary Quarterly, April 1950, pp. 202-203. 

11 Existing studies do not reveal how extensively servants 
were used as laborers on plantations. 

12 Paul S. Taylor, ‘Plantation Laborer Before the Civil 
War,” Agricultural History, January 1954, pp. 1-21; Lewis C. 
Gray, History of Agriculture in the Southern United States to 1860 
(Washington, D. C.: Carnegie Institute of Washington, 
1933), Vol. I, p. 501. 

13 The “higher percentage of wage labor is due to the 
nature of the sugar cane and rice industries, which require a 
concentration of labor in certain seasons of the year, possible 
only through the use of wage hands, and which, owing to the 
requirement of considerable capital and superior farm 
management, do not lend themselves to small-scale tenant 
farming. The high percentage . . . . in wage-labor land 
for cotton plantations in Louisiana (3 parishes) is believed 
to be partly due to the influence of the wage system in the 
adjacent sugar-cane and rice belts.” (Brannen, op. cit., p. 
21.) La Wanda F. Cox, Agricultural Labor in the United 
States, 1865-1900, with Special Reference to the South, unpublished 
doctoral dissertation, University of California Library, 1941; 
Harold Hoffsommer, “Social Aspects of Farm Labor in the 
South,” Rural Sociology, December 1938, pp. 435, 438; 

» The Resident Laborer on the Sugar Cane Farm, Louisiana 
Agricultural Experiment Station Bulletin No. 334, Novem- 
ber 1941; testimony of Harold Hoffsommer in Hearings 
before the House select committee to investigate the inter- 
state migration of destitute citizens, 76th Cong., 3rd Sess., 
pursuant to H. Res. 63 and H. Res. 491, part 2, pp. 457, 465. 
House select committee hereafter referred to as the Tolan 
Committee. 


143 


the product, usually a half.!4 Although 
often called a tenant, the sharecropper is 
more laborer than tenant, because he 
does not participate in management. 
Sharecropping had appeared by the end 
of the eighteenth century, at least on 
tobacco plantations in Virginia, and was 
used whether the laborers were the slave 
property of another person or free.'® If 
they were slaves of another, the sharecrop 
contract did not confer a different labor 
status on them, but like the “wages” 
paid in similar situation, served as a con- 
venient way to measure the rental due 
to the owner for temporary use of the 
labor power of his property.'® If the 
laborers were free, however, share- 
cropping and wage work represented two 
distinguishable labor systems, with differ- 
ing incentives, controls and divisions of 
the returns. 


The superiority of sharecropping over 
wages from the cotton planters’ viewpoint 
was that it restored in another form much 
of the control over labor lost through 
emancipation. The planter retained full 
powers of directing his laborers at work. 
They were virtually bound to remain 
with him for the crop season, and incen- 
tive to make a good crop replaced to a 
degree the loss of disciplinary power over 
the slave. Besides, in times of low prices, 
the cropper shared misfortune with the 


14“Tn addition to the land, the owner supplies the equip- 
ment, the work stock and their feed, and the seed for plant- 
ing . . . . Variations in the agreements exist, but the half- 
share system is the more common. Among the variations 
are the one-third system and the two-fifths system, in which 
the landowners furnish all of such fertilizers as are used, and 
the croppers receive a smaller part of the crop. Other varia- 
tions include sharing of the expense for planting seed, 
granting the sharecropper all of the corn which he produces 
on small acreages, and a multitude of variations involv- 
ing minor crops and occasionally livestock.” (Testimony of 
Ernest J. Holcomb, Hearings before a subcommittee of the 
Senate committee on education and labor, 76th Cong., 3d 
Sess., pursuant to S. Res, 266, part 2, Supplementary Hear- 
ings on national farm labor problem, 1940, p. 476.) Subcom- 
mittee hereafter referred to as the La Follette Committee. 

15 William Tatham, An Historical and Pracjical Essay on the 
Culture and Commerce of Tobacco (London: Printed for Vernor 
& Hood, 1800), pp. 99-106. 

16 Gray, op. cit., Vol. II, pp. 667-668. 
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planters. When good prices were antici- 
pated, planters frequently shifted from 
sharecropping to wages in order to reap 
undivided profits. !7 

At least four distinct variations of 
sharecropping have developed: hoe- 
cropping, patch-cropping, working 
“through and through,” and quasi-share 
labor.!® The first three of these represent 
minor variations in labor contribution, 
division of the product, or manner of ex- 
ercising control.!® The fourth, and most 
significant, represents a new purpose, to 
adapt sharecropping to the forces of 
change represented in mechanization. 


Quasi-share labor is a combined wage- 
and-sharecrop system sometimes used by 
planters after they have mechanized pre- 
harvest operations in cotton production. 
No longer needing many laborers in 
planting and hoeing, they are unwilling 
to load their plantations with families in 


17 Brannen, op. cit., pp. 22-23. “Heretofore we have ad- 
vised hiring for money or standing wages—and still think 
this the best arrangement when labor can be hired at 
reasonable rates. But under existing circumstances, when 
labor is high compared with the products of labor, it is 
better to pay in part of the crop, and thus compel the laborer 
to share with the landlord the loss from low prices, bad 
seasons, &c.” (Editor’s ‘‘Thoughts for the Month,” 
Southern Cultivator, January 1879, pp. 1-2.) 

18 Quasi-share labor is a descriptive term coined by 
specialists, but unrecognized in common usage in the 
southern plantation belt as the other three variations 
are. However, the labor system it connotes is practiced 
extensively when certain situations arise, as noted in the text. 

19 Hoe-cropping is usually an adaption to the change in 
labor power of sharecroppers’ families that have lost the 
main breadwinner. The widow and children, as hoe- 
croppers, receive only one-fourth of the crop, because they 
do not provide the labor to work with teams that share- 
croppers usually perform. Patch-cropping represents a 
minor variation from customary sharecropping. The 
ordinary sharecropper, doing all the work on both his own 
and the landlord’s share, receives one-half the crop and 
wages for any additional work for the landlord. The patch- 
cropper receives all the crop, doing all the work upon it; the 
additional half-share is in lieu of wages for pre-harvest 
work for the landlord. Patch-cropping is most common in 
west Texas, and has also appeared in Arkansas bottom- 
lands. (Holcomb, of. cit., pp. 476-477.) | Under a contract 
tor working “through and through” all the croppers on the 
plantation work together in gangs without regard to any 
individual’s crop, instead of eack confining his labors to his 
own allotted field. As Brannen observed in 1924, the 
system “has practically all of the characteristics of a wage- 
labor plantation, except in the method of remunerating 
labor.” (Brannen, of. cit., p. 9, n. 10; Hoffsommer, “Farm 
Labor in the South,” p. 436, n. 5.) 


the old manner and bear the overhead 
cost of laborers unneeded for most of the 
year. They try to hold resident on the 
plantation only the minimum of necessary 
workers, and use the quasi-share arrange- 
ment to doit. The quasi-share laborer 
receives remuneration in two ways: 
wages for day labor for the landlord, and 
in addition either a share of the crop ona 
small patch, or else the full crop on a 
patch one-half the size. The size of the 
crop is insufficient to provide a full living, 
so the cropper is ready to do additional 
wage work for the planter at any time.?° 


This system arose in the new, post- 
bellum cotton plantation area in Texas, 
and reached full flower by the 1920's. 
Planters around Corpus Christi replaced 
one-man-one-mule-one-row methods of 
pre-harvest operations of the older plan- 
tation belt with one-man-two-horse and 
two-or-four-row methods. They relied 
on non-resident seasonal workers for the 
hand labor at harvest. When tractors 
and four-row equipment came to the old 
plantations on the upper delta lands of 
the Mississippi River in the 1930’s, the 
same quasi-share labor system appeared 
there. In the newer cotton plantation 
areas the planters never created a resi- 
dent “surplus”; in the older areas they 


20Holcomb, op. cit.. pp. 477-480; Harald Pedersen, 
“Attitudes Relating to Mechanization and Farm Labor 
Changes in the Yazoo-Mississippi Delta,” Land Economics, 
November 1952, p. 358. Sometimes laborers participating 
in such an arrangement are expected to accept a lower daily 
wage for work for the landlord than wage laborers without 
such a crop interest. The planter desiring to hold a few of 
the latter on the plantation year-round, may provide them 
with house, wood and water as free perquisites throughout 
the year and pay them the higher market wage for all work 
done in lieu of a crop share. Harvesting is paid for at market 
rates to all, regardless of status. See Paul S. Taylor, An 
American-Mexican Frontier (Chapel Hill: University of North 
Carolina Press, 1934), pp. 120-121. The use of subsistence 
allotments—as distinguished from crop shares—to anchor 
laborers within range for seasonal work on call is centuries 
old. The Teutonic Knights from as early as 1305, for ex- 
ample, established wage laborers on gardens to assure a 
labor supply when needed. See Hermann Aubin, “The 
Lands East of the Elbe and German Colonisation East- 
wards,” in J. H. Clapham, et al ed., Cambridge Economic 
History of Europe (Cambridge: University Press, 1941), 
Vol. I, p. 390. 
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displaced the laborers who became “‘sur- 
plus” when they mechanized. Cali- 
fornia cotton growers never adopted the 
quasi-share labor system. It holds no 
attraction for moderately skilled, re- 
sponsible, and fairly well-paid machine 
operators used to handling costly crawler- 
type tractors and heavy tillage equip- 
ment. In the long view of history quasi- 
share labor probably is an intermediate 
labor system, a temporary adaption to 
hold pre-harvest laborers and useful only 
in the earlier stages of progressive 
mechanization.*! 


The entire sharecropper system, in- 
deed, is shrinking fast in the old planta- 
tion belt, especially since the mid-1930’s. 
As Ernest Neal and Lewis Jones have ex- 
pressed it: ‘““The Civil War destroyed the 
slave-labor system. The tractor and live- 
stock are destroying the share-tenant 
[and cropper] system.” ‘The small 


farm units are as much of a hindrance to 
grazing cattle as to four-row tractors and 


cotton-dusting airplanes.”?? This his- 
toric plantation labor system will decline 
further, the sharecroppers either remain- 
ing as wage laborers if there is work for 
them, or else leaving the land altogether. 


The other leading labor system of 
today, the wage system, was used very 
little on plantations until the nineteenth 
century. Wage laborers were free, and 
free men consistently preferred working 
on their own farms while these were 
easy to get, to working for wages. By the 
middle of the nineteenth century, how- 
ever, when southern planters still were 
employing slaves, some northern agri- 
cultural employers were able to obtain 
enough wage workers to conduct enter- 


21 Testimony of H. L. Mitchell, Tolan Committee Hear- 
ings, part 2, p. 627. 

22 Ernest E. Neal and Lewis W. Jones, “Negro Farmer of 
the South,” Rural Sociology, March 1950, pp. 36, 37. The 
number of croppers in the United States rose from 561,000 
in 1920 when the census first counted them, to a peak of 
776,000 in 1930, then fell by more than one-halt to 347,000 
in 1950. 
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prises fully comparable in size and char- 
acter to southern plantations. The 
William SulJivant farm in Ohio, for ex- 
ample, used “fifteen shovel plows and 
three cultivators, worked by eighteen 
men and twenty-five horses” in 1854, and 
a contemporary description says that 
“twenty-five German girls follow the 
plow, and do the hoeing, for which they 
receive 621% cents per day.”’?8 

Conspicuous examples of plantation 
agriculture using wage labor, prior to 
emancipation and outside the South, 
appeared also in California in the form 
of great wheat and cattle ranches. 
These continued after emancipation, 
multiplied, and were matched in the 1870’s 
by the famous bonanza wheat farms of 
the Red River Valley of the North and 
the ranches of the Great Plains. These 
great wage labor enterprises were recog- 
nized as plantations at the time, at least 
in California. The newspaper Alta 
California, for example, in the midst of a 
battle over water monopoly in 1886, 
declared that “when we strike down 
riparian rights we by the same blow end 
plantation farming in California, whether 
the large holdings be used for grain or 
stock ranging.’’?4 

Under the influence of mechanization 
a special form of wage labor has de- 
veloped called “‘migratory.” It is seasonal 
labor, non-resident in the community 
where it is working. The insufficiency of 
local workers creates the opportunity 
and necessity for migrants. Migratory 
labor is the correlative of quasi-share 
labor in plantation agriculture, but can 

28 Columbus State Journal, quoted in Country Gentleman, 
August 24, 1854, p. 119. 

24 Reprinted in Address of the State Irrigation Committee to 
the Fresno and Riverside Irrigation Conventions and to the Anti- 
Riparian Voters of California (1886), p. 199. For description 
of large-scale agriculture in northern prairie states see Paul 
Wallace Gates, “Large-scale Farming in Illinois, 1850 to 
1870,” Agricultural History, January 1932, pp. 14-25; “Land 
Policy and Tenancy in the Prairie States,” Journal of Economic 
History, May 1941, pp. 60-82; “Frontier Landlords and 


Pioneer Tenants,” Journal Illinois State Historical Society, 
June 1945, pp. 143-206. 
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also exist independently. As the “an- 
chored” quasi-share laborers assure the 
presence of sufficient laborers during 
periods of minimum need, so non-resi- 
dent seasonal workers assure a labor force 
to meet the maximum need. Unless 
planters are certain of having sufficient 
seasonal workers, who will come from a 
distance if necessary, they are hampered 
in crop specialization and in carrying on 
large-scale operations, if not prevented 
entirely.?° 

The advantage to the planter was per- 
ceived early by a former slave-owner, 
Dr. A. Oemler, who wrote in 1883: 


“The death of slavery was, so to speak, 
the birth of truck-farming on an extensive 
scale in the South-Atlantic and Gulf States; 
indeed it would otherwise have been im- 
possible. I was probably the largest slave- 
owner, engaged in vegetable culture, in this 
section; but of forty-five grown negroes, 
twenty-six only were available as field 
laborers, the others being mechanics, house- 
servants, etc.; and at no time could I have 
controlled more than that number of hands, 
and few, or none, could have been hired. 
At the present time there are in the vicinity 
of Savannah many truck-farmers who em- 
ploy one hundred to two hundred laborers 
during the picking season. 

**Ex-Governor Hammond’s prediction: 
that the negro, in case of emancipation would 
‘seek the towns, and rapidly accumulate in 
groups upon their outskirts,’ has certainly 
been verified. It is the better class of this 
population, those who are willing to do some 
work, which supplies the truck-farmer with 
sufficient labor during the pressing season of 
gathering his crops.’’?® 


Nearly twenty years after Oemler, J. R. 
Dodge described migratory labor to the 
U. S. Industrial Commission as it had 
developed by 1901. He said: 


25 “‘Within the economic characteristics of the population 
there has been a powertul force towards large scale farming 
operations. With a continuously abundant labor supply 
available to meet seasonal and casual needs, the opportunity 
to specialize in entrepreneurship was relatively great. In- 
dividuals with command of large amounts of capital could 
organize and operate large units, confident that they would 
be able to get enough extra labor during rush periods. This 
tendency was accentuated by the presence of individuals with 
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“The annual innundations of grain fields 
in harvest time, hop yards in the picking 
season, fruit picking in districts of extensive 
market orchards, and similar harvest seasons 
requiring large numbers of hands for a short 
time, has a demoralizing effect on farm labor, 
reducing its efficiency in those lines. Such 
employments demand little skill; the require- 
ments of each are simple and easily satisfied. 
They constitute a low order of farm labor, if 
worthy to be classed with it at all, and are 
excrescences upon its fair face.’’?” 


The use of migratory labor at first 
spread mainly in fruits and vegetables 
and wheat. Within a few years the same 
labor system appeared all the way from 
the western fringes of the cotton belt to 
the Pacific Coast. After the first World 
War, with the spread of cotton westward 
and the expansion of commercial fruit 
and vegetable production, it became 
prevalent along the entire rim of the 
United States from New Jersey south and 
west, and northward along the Pacific 
Coast to the State of Washington. In 
1925, the year of an exceptionally heavy 
cotton crop, Mississippi Delta planters 
recruited Mexican migrants from north 
Texas. Since the nineteen thirties mi- 
gratory labor has been spreading east- 
ward into older plantation areas, especi- 
ally the bottom lands of the upper 
Delta.2® Most of the Nation’s seasonal 


(Varden Fuller, “The 


relatively large capital backing.” 
Supply of Agricultural Labor as a Factor in the Evolution 
of Farm Organization in California,” in La Follette Com- 
mittee Hearings, part 54, p. 19881.) 

26A. Oemler, Truck-farming at the South, (New York: 


Orange Judd Company, 1883), p. 8. It is not clear from 
Oemler’s statement whether a full-fledged migratory labor 
pattern had already appeared here, but at any rate the 
laborers’ permanent tie with the planters had been broken. 

27 J. R. Dodge, “American Farm Labor,” in Report of the 
United States Industrial Commission (Washington, D. C.: 
Government Printing Office, 1901), Vol. XI, p. 79. 

28 Dorothea Lange and Paul S. Taylor, An American 
Exodus (New York: Reynal & Hitchcock, 1939). One of the 
greatest streams of seasonal migration today is from Florida up 
the Atlantic Coast to Western New York, another is up the 
Mississippi Valley from Louisiana to Michigan, and a third is 
from the Southwest to Arizona and California, and north- 
ward to Oregon and Washington. (Report of the Tolan 
Committee, 77th Cong., 1st Sess., H. R. 369, map following 
p. 741.) 
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migratory laborers are used by planta- 
tion agriculture.?® 

Seasonal workers became migrants 
when they could not obtain sufficient 
employment close to home. To get from 
place to place where work awaited 
them, they have walked, used burros and 
horses, and ridden trains and motor 
vehicles, in about that historical progres- 
sion. They travel either as families or 
singles, and more and more in gangs 
under the leadership of labor contractors 
who serve as intermediaries between 
them and their actual employers. The 
sources from which the migrants are 
drawn are not only domestic, but also 
lie abroad in Puerto Rico, the British 
West Indies and the central Plateau of 
Mexico. 

While sharecroppers, and slave laborers 
before them, were rooted to the soil, 
migrants are usually without connection 
with it. While sharecroppers and slaves 
were bound to a single landlord or 
master by bonds of law, custom, and 
often by strong feelings of mutual re- 
sponsibility, the ties between migrants 
and their employers, who are often 
numerous within a single season, are im- 
personal. Responsibility on either side is 
limited to the brief period of employment. 
This tenuous connection is reflected in 
the readiness of migrants to bargain with, 
and at times to strike against, their 
employers.*° 

Completion of mechanization of the 
last processes—usually the harvesting— 
that previously required hand laborers 
ends the seasonal migration of laborers. 
This happened in wheat in the 1920’s 


29 Migratory Labor in American Agriculture, Report of the 
President’s Commission on Migratory Labor (1951), p. 7. 
The Commission reported in 1951 that small and family 
farms use only a “small proportion” of the Nation’s migra- 
tory farm workers. 

30 Stuart Jamieson, Labor Unionism in American Agriculture, 
United States Bureau of Labor Statistics Bulletin No. 836 
(Washington, D. C.: Government Printing Office, 1945), 
PP. 30 ff; La Follette Committee Hearings, part 47, pp. 

7207 ff. 


and 1930’s, has advanced far in western 
cotton and sugar beets, and is making 
substantial progress in fruits and vege- 
tables.*! 

The plantation system shows variety in 
forms of management as well as of labor. 
The southern ante-bellum planter was 
usually a resident on his plantation, using 
overseers, and selected slaves as drivers 
to impose his will upon his laborers and 
guide their hands. Yet frequently he 
was an absentee; and then agents, over- 
seers, foremen and drivers made up an 
hierarchy of management. The spread 
of plantation agriculture to other crops 
and areas, and in other times has, if any- 
thing, increased the use of managers, 
field men, foremen, and “drivers” or 
‘gang pushers.’’?? 

Absenteeism is spreading in new forms. 
Plantation agriculture has adopted the 
device of incorporation. Its operations 
on, say, the Stockton delta, now may be 
directed from office buildings in Stockton 
or San Francisco; its operations in 
Florida, Minnesota, Illinois or Washing- 
ton, from Los Angeles or San Francisco. ** 
Some of these corporations, capitalized 
at figures as high as fifteen million dollars, 
operate not one large tract of land under 
unified control but perhaps dozens, in 
states across the land. The control of a 
single corporation through ownership 
alone may even extend from planting in 
California to marketing in Pennsylvania 
or Maryland, in an integrated operation 
suggesting the latest industrial trends 


31 Migratory Labor in American Agriculture, pp. 13 ff.; Paul S- 
Taylor, ‘‘Migratory Labor in the United States,” Monthly 
Labor Review, March 1937, pp. 538-539. 

32 As Rexford G. Tugwell has pointed out, “Large scale 
agriculture rapidly extended itself in all one-crop areas 
throughout the first four decades of the century; and even 
showed a tendency to establish itself in such mixed farming 
states as Iowa and Illinois by way ot group management 
under bank or insurance company ownership.” See Puerto 
Rican Public Papers of R. G. Tugwell, Governor (San Juan, 
Puerto Rico: 1945), p. 307. 

33“Calpak: The Adventures of Del Monte Brand,” 
Fortune, November 1938, pp. 77 ff.; La Follette Committee 
Hearings, part 62, pp. 22773 ff., 22835 ff. 
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and inviting occasionally the attentions 
of officials who enforce the anti-trust 
laws. This is industrialized agriculture, 
the modern streamlined _ plantation 
system. 


An evidence of the link between new 
and old plantation management is their 
common, great preoccupation with labor. 
It is sufficient here to recall the extra- 
ordinary measures taken to recruit 
laborers in every century, the great 
distances from which these are drawn, 
the extensive use of intermediaries to 
obtain them, and the extreme sensitive- 
ness of plantation management to any- 
thing in the political arena that touches 
upon their labor supply. 


The newer plantation management 
generally views interference that seems to 
threaten its control of labor with hostility 
whether coming from government or 
labor unions.** Its fears are grounded on 
real problems of operating profitably 
upon a large labor base. They are 
derived in part, also, from attitudes that 
prevailed not only in the historic planta- 
tion system but, until the present genera- 
tion, in many sections of industrial man- 
agement as well. The attitude is rein- 
forced by the presence, in contemporary 
agricultural management, of numerous 
persons whose own cultural heritage is 
the older plantation system. To say that 
hostility to interference has grounds that 
can be explained is not to say it is in- 
evitable. Alongside the solid and even 
bitter resistance of contemporary Louisi- 
ana sugar cane growers and California 
cotton growers to unionization of field 
laborers, stands the still almost unique 
acceptance of collective bargaining by 
the large Seabrook Farms of New Jersey 


3 Testimony of Paul S. Taylor, La Follette Committee 
Hearings, part 47, pp. 17218-9. 
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and the Fellmere cane-sugar producers 
and processors association of Florida.*5 
Whether, and when acceptance of this 
practice so common in industry will re- 
place attitudes and practices that stem 
from very old sources is a question for 
the future. 


Ulrich Phillips, in one of his earlier 
papers, seemed to say that only those 
crops, five in number, that combine the 
qualities of ready marketability and steady 
use of routine labor through most of the 
year were suited to plantation organiza- 
tion. He included cotton, tobacco, sugar, 
rice and indigo, and specifically ruled out 
wheat, dairying and truck crops.** It 
now appears that this, and similar older 
views of the limitations binding planta- 
tion agriculture to a few crops or to a 
few forms are really to be understood as 
descriptions of the system in the forms 
that prevailed in the particular place and 
time which the observer had _ in 
mind. Ready marketability surely is an 
invitation to plantation-scale production 
of a crop, but the list of five is unduly 
restricted, as Phillips himself recognized 
later. An article in De Bow’s Review saw 
correctly that a differential in value of 
product over cost of maintaining labor, 
not the length of employment, is the 
planter’s criterion for employing more 
labor. On this basis it argued in 1858 


35 ‘‘The Cane Mutiny,” Time, November 2, 1953, p. 26; 
Migratory Labor in American Agriculture, pp. 114-117. 

s6‘*The five great southern staples became plantation 
staples because each of them permitted long-continued 
routine work in their production.” ‘In truck-farming, 
dairying, cereal production, when there are long lay-by 
intervals to be filled economically with odd jobs, and in 
most sorts of frontier industry, there are positive require- 
ments of versatility and reliability on the part of the laborers; 
and in these cases no amount of knowledge and will-power 
on the part of a large-scale employer can make up for a 
deficiency in the necessary qualities on the part of his 
employees. Therefore the plantation system, with its crude 
type of labor, was clearly debarred from these enterprises.” 
See Ulrich Phillips, ““The Decadence of the Plantation 
System,” Annals of the American Academy of Political and Social 
Science, January 1910, pp. 38-39. 
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that slave labor was adapted to wheat 
farming in the mid-west.*? 


Wheat and other cereals were on 
Phillips’s original list of crops unsuited to 
plantation agriculture, as having too 
short a season of labor. Yet even within 
the traditional southern plantation area 
during the slave era, some plantations 
concentrated on wheat and corn produc- 
tion. Wheat and corn were readily 
marketable. Even mixed husbandry was 
practiced successfully by some planters.*® 
The Carroll plantation in Texas was 
hailed in 1858 as the largest in the 
United States, dividing its production be- 
tween 300 bales of cotton, 20,000 bushels 
of corn, 1,000 head of horses and mules, 


« sbanaeaagau 


37 ‘The lands in the western country, ot which the black 
prairie lands of Indiana and Illinois are a fair type, are 
capable of producing annually trom twenty to fifty bushels of 
wheat to the acre . . The continuous system of labor, 
which is essential to the tillage of the Southern staples, not 
being demanded in the production ot wheat, it follows 

. . . that one man in the Western States is capable of 
producing one-thousand bushels of wheat per annum... . It 
has been objected that, for a large season of the year, a 
negro North would not be employed . . . . it is a matter of 
no possible moment, whether the slave is employed the 
whole or a part of the year. He does not consume any more 
while idle than when at work, and the great fact remains, 
that he can clear $800 per annum... . It has been seen 
that, with negroes at even their present prices, it would be 
profitable to employ them on the grain farms of the West.” 
(“African Slavery Adapted to the North and Northwest,” 
De Bow’s Review, 1858, Vol. XX'V, pp. 387, 388, 392. 
Italics in original.) The article expressed doubt, moreover, 
that there was any season when additional work could not 
be turned “‘to profitable account.” 


38 Edmund Ruffin of Virginia was among the wheat 
planters, using “‘very nearly” his entire force of 26 farm 
hands and 5 house servants in the harvest. (Edmund 
Ruffin, “Management of Wheat Harvest,” American Farmer, 
June 1851, p. 459). The Carter plantation of Virginia was 
producing above 8,000 bushels of wheat in 1861. In North 
Carolina the Collins and Pettigrew plantations turned from 
rice to corn production for market. See Ulrich Phillips, Life 
and Labor in the Old South (Boston: Little, Brown, and 
Company, 1929), pp. 231, 252-253; Bennett H. Wall, 
Ebenezer Pettigrew, An Economic Study of an Ante-Bellum Planter, 
unpublished doctoral dissertation, University of North 
Carolina: 1948. 

3?The Sampson plantation of Virginia turned from 
tobacco to grain, hay, cattle and hogs, and the Phillips 
plantation in Mississippi raised cotton, corn, hogs, cattle, 
sheep, small grains and melons. (Phillips, Life and Labor, 
pp. 287, 288, 309; Gray, op. cit., Vol. II, p. 781.) See 
Oemler’s-reference to large-scale truck-farming, supra; also 
footnote 26. 


1,000 cattle and 600 hogs.¢® Although 
Ulrich Phillips regarded such plantations 
as “‘exceptional” within the South, he 
implied recognition that wheat was 
suited to plantation agriculture in a com- 
parison he made later with the huge 
wheat ranches of California.*! 

In the North the Narragansett planters 
of Rhode Island were large stock farmers 
and diarymen in the late seventeenth 
and eighteenth centuries. Their slave- 
holdings ranged in number from about 
five to forty each, and these were supple- 
mented by use of indentured servants and 
unfree Indians. The use of slaves 
doubtless contributed to the planters’ ad- 
vantage in operating on a large scale, 
just as it did in the South.‘? After slavery, 
in the late nineteenth century, large 
western cattle ranches showed their 
plantation character plainly in the elabo- 
rate rules governing cowboys. These 
invite comparison with the instructions 
ante-bellum planters wrote to their over- 


40 Country Gentleman, 1858, Vol. XII, p. 77. 

41“There are no tales told in the South,” he wrote, “‘to 
compare with the California tradition of wheat ranches so 
vast that plowmen, carrying their lunches, turned each a 
single furrow for his morning’s work and plowed homeward 
through the afternoon; but the scales of Edward Lloyd in 
Maryland, Philip St. George Cocke in Virginia and the 
Burgwyns in North Carolina were a challenge to the wheat 
growers of any region in their day.” See Phillips, Life and 
Labor, pp. 127, 138. 

42 Edward Channing, The Narragansett Planters (Baltimore: 
John Hopkins Press, 1886), p. 10; William Miller, The 
Narragansett Planters (Worcester: American Antiquarian 
Society, 1934), p. 23, reprinted from Proceedings of the 
American Antiquarian Society, April, 1933. Carl Raymond 
Woodward says that the “farms” of the “country gentlemen” 
of colonial New Jersey operating “large estates” with both 
slaves and indentured servants “were commonly called 
‘plantations’ after the style ot the southern colonies.” See 
Ploughs and Politicks (New Brunswick, New Jersey: Rutgers 
University Press, 1941), p. 229. New Jersey Archives 
contain frequent references in the eighteenth century to 
“plantations,” meaning usually large agricultural enter- 
prises. The line between the terms plantation and farm was 
not very sharp; e.g., the American Weekly Mercury, January 
10-17, 1726-7, referred to sale of a “‘Farm or Plantation . . 
containing about One Hundred and Seventy acres . . 
See William Nelson, ed., Documents Relating to the Colonial 
History of the State of New "Jersey (Patterson: Press Printing & 
Publishing Co., 1894), Vol. XI, part II, p. 116. Description 
of a “plantation” of 1600 acres along the Hudson River in 
late eighteenth century appears in Harry J. Carman, ed., 
American Husbandry (New York: Columbia University Press, 
1939), pp. 79-84. 
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seers. The manager of a huge ranch in 
the Texas Panhandle, for example, posted 
“General Rules of the XIT Ranch” in 
1888 containing 23 paragraphs covering 
everything from filling out hiring forms 
to a threat of discharge of any employee 
altering or tearing down the printed 
rules.4* In the same vicinity in 1883, 
over 300 cowboys struck for twelve days 
for higher wages against about a half- 
dozen ranches.‘* Nothing could indicate 
more clearly the sharp separation be- 
tween management and labor, character- 
istic of plantation agriculture in all 
periods and forms.‘5 

Southern ante-bellum planters saw no 
necessary limitation of the plantation 
system to the five leading southern staple 
crops, or even to the South. Senator 
Jefferson Davis, for example, a Missis- 
sippi planter, thought that ‘“‘climate, 
productions, soil” and cultivation by 
irrigation in California required ‘‘associ- 
ated labor,” preferably in the form of 
slavery.4® At about the same time the 
California Farmer, without insisting on 
slavery, also saw the possibilities for 


43J. Evetts Haley, The XIT Ranch of Texas (Chicago: 
Lakeside Press, 1929), pp. 247-250. 

** Ruth Allen, Chapters in the History of Organized Labor in 
Texas (Austin: University of Texas Publication No. 4143, 
1941), pp. 35-41. 

4s The present paper does not give the consideration to one 
form of large-scale agriculture under single control that is 
logically due it, viz., the economically communal societies 
established during the nineteenth century, usually under 
religious or idealistic but secular motivations. Two principal 
survivors among these are the Hutterite communities that 
practice economic communism while operating large scale 
agriculture under theocratic leadership, and the Amana 
society. The latter changed from economic communism to a 
form of cooperative ownership in 1932, and operates its 
26,000 acres under “‘business” direction. See Lee Deets, 
The Hutterites: a Study of Social Cohesion (Gettysburg, Pennsyl- 
vania: Printed by the Times and News Publishing Co., 
1939); Donald Drew fgbert and Stow Persons, Socialism 
and American Life (Pvincetor.: Princeton University Press, 
1952), Vol. 2, pp. 94 if. 

‘6Paul S. Taylor, “#ouvndations of California Rural 
Society,” Califoria Zitstorical Quarterly, September 1945, p. 
200. With other southerners Davis argued for slavery in 
the new state to be admitted in 1850, in order to promote 
agriculture there, and even to develop the mines. The 
plantation system was essential to create irrigated agri- 
culture, he said, because “‘no person can reclaim the soil 
from Nature; an individual pioneer cannot settle upon it 
with his family, and support them by the product of his 
own exertion... .” 
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plantation agriculture there. In 1854 it 
declared: “California is destined to be- 
come a large grower of Cotton, Rice, 
Tobacco, Sugar, Tea, and Coffee .... 
Americans will not become the working 
men of our tule land, in our Rice fields 
and our Cotton plantations and other 
departments of the same kind of labor 
. . . . Then where shall the laborers be 
found? The Chinese! And everything 
tends to this—those great walls of China 
are to be broken down and that popula- 
tion, educated, schooled and drilled in 
the cultivation of these products, are (sic) 
to be to California what the African has 
been to the South. This is the decree of 
the Almighty, and man cannot stop it.’’*7 

L. C. Gray has placed the issue—what 
conditions favor plantation agriculture— 
in a true light. He did not divide either 
crops or regions neatly between those 
adapted, and those unadapted to planta- 
tion farming, even to that form of it rest- 
ing on slave labor. He said that the 
profitability of the system was relative, 
not absolute. Although Gray does not 
say so specifically, he implies that a 
larger supply of slaves would have re- 
duced the price per head and enlarged 
the scope of their profitable employment 
for plantation agriculture.‘* The spread 

“7 California Farmer, May 25, 1854, p. 164. Fears that this 
system of large-scale slave labor operations ‘“‘under the 
direction of capitalists” would produce “monopoly of the 
worst character” animated those who argued successfully in 
California for its admission to the Union as a free State. 


See Fuller, op. cit., in La Follette Committee Hearings, 
part 54, pp. 19792 ff. 

48‘*The newer regions were able to capitalize slave labor 
so high that in the regions of earlier settlement it could not 
earn interest at the market rate on these higher capital 
values. It was in this sense that the employment of slave 
labor in general farming was frequently unprofitable. In 
the same sense, it was unprofitable when employed in the 
production of cotton in some of the older cotton producing 
regions. It could not produce a surplus sufficiently large to 
pay interest on the high capital values made possible by 
competition of regions where slave labor was employed to 
better advantage. Nevertheless, slave labor of the older 
regions—probably even in Colonial New England—was 
able to earn a surplus above cost of maintenance, and had 
it not been for the competition of the new lands of the West, 
it would have continued profitable in the older regions as 
long as it was possible to average something above cost of 
subsistence.” (Gray, op. cit., Vol. I, pp. 477-478.) 
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of plantation agriculture since emancipa- 
tion, with labor overhead reduced by 
short season employment of free workers, 
seems to provide corroboration that the 
institution has wide flexibility and adapt- 
ability. 

Plantation agriculture has proved as 
variable with respect to the races and 
nationalities it employs as in forms of 
labor and management, and crops. The 
classic plantation laborer was the African 
and his descendants. Until late in the 
seventeenth century, however, this was 
not so; most plantations along the 
Atlantic seaboard used European whites, 
largely from the British Isles or Germanic 
parts of the Continent, and some Ameri- 
can Indians. After the Civil War, 
southern whites gradually began to enter 
the plantation system of the South from 
which slavery had excluded them, mainly 
as tenants and sharecroppers. A few 
Chinese were introduced from California 
into the plantation areas of the Mississippi 
Valley south of Memphis. Later in the 
nineteenth, and in the early twentieth 
centuries, small groups of immigrants 
from southern and eastern Europeans, 
mainly Italians, appeared on plantations 
in Arkansas, Louisiana and Texas. In 
the greater Southwest the spread of 
irrigation, mainly after 1912, was marked 
by plantation farming using Mexicans, 
southwestern whites, Negroes, and some 
American Indians. 


On the Pacific Coast a different set of 
nationalities was used in the nineteenth 
and twentieth centuries. After visiting 
the Sacramento delta in 1924, Ulrich 
Phillips returned East that winter to tell 
our societies in a meeting at Richmond, 
Virginia, that he had seen plantations in 
California. In his paper entitled “Plan- 
tations With Slave Labor and Free,” he 
said: ‘‘A hoe-gang in which I counted 


thirty-nine laborers, working straight 


abreast, each upon a furrow a measured 


mile in length, comprised not negroes, 
but Hindus, Sicilians, Mexieans, and 
men of yet other stocks.”4® He might 
well have added Oriental laborers from 
China, Japan, the Philippines, and oc- 
casionally from Korea. In the twentieth 
century, large-scale enterprises on the 
Pacific Coast have used small numbers of 
immigrants from southern and eastern 
Europe. Since the 1920’s and 1930’s 
especially, southwestern whites have been 
numerous. After World War II the 
number of Negroes, a few of them present 
since the eighteen seventies, was greatly 
augmented. These are examples, not a 
full catalog of the diversity of race and 
nationality employed as plantation la- 
borers. 

Plantation operators, as in the colonial 
beginnings, are almost entirely whites of 
European stock. 

The essence of plantation agriculture, 
as pointed out earlier, is the unified 
control of a large tract of land for agri- 
cultural production. The four elements 
used for this purpose for over three cen- 
turies have been land, labor, capital, and 
management, combined in varying pro- 
portions and forms. In the beginning 
land was free, or nearly so. The planter 
mobilized capital and labor to make a 
piece of land productive. He invested his 


49 Ulrich Phillips, ‘Plantations with Slave Labor and 
Free,” American Historical Review, July 1925, p. 738. Everett 


E. Edwards wrote in 1938: “. . . .there are many sugges- 
tions of the plantation system in the large-scale farming 
operations on the Great Plains, in the Rocky Mountain 
region, and on the Pacific Coast. Except for the labor 
turnover and lack of domesticity, the sugar-beet ranch of the 
Sacramento Valley, for example, is essentially a plantation.” 
See, The Southern Plantation: a Consideration of Its Nature and 
Persistence as an Agricultural Unit, paper prepared by Everett 
E. Edwards for presentation at the session on Plantation 
Management of the fourth annual meeting of the Southern 
Historical Association, New Orleans, Louisiana, November 
3, 1938. Typed copies on file, History Section, United 
States Agricultural Marketing Service, Washington, D. C., 
and Giannini Library, Berkeley, California. Apparently 
Phillips and I agree that “labor turnover and lack of 
domesticity” do not disqualify western large-scale agriculture 
based on the labor of migratory single men for the label 
“plantation,” albeit a variant from the classic southern 
form. Whether Edwards, using the word “except,” would 
disagree, is questionable; the reader can decide. 
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capital in labor; the laborer was capital. 
Today the owner of capital does not 
own the laborer, but pays currently for 
his services, and invests capital in 
machinery in order to diminish his need 
for labor. *° 

As capital investment brings machinery 
onto the land, laborers move off. The 
status of those who remain improves. 
Incentives tend to replace disciplines. 
Living standards rise. The fate of those 
who leave depends not so much upon 
agriculture as upon the capacity of in- 
dustry to employ them. During the 
process of mechanizing, a fringe of migra- 
tory workers lives in precarious relation 
to agriculture until the process is finally 
completed in the course of decades or 
generations. 


Management, starting with the simple 
structure of the planter and his overseer 
or “drivers,” occasionally developed 
into an elaborate hierarchy even under 
slavery. Today it has attained the com- 
plex forms and myriad methods of the 
modern industrial corporation. 


A large tract of land is still part of 
modern plantation agriculture. Land is 
no longer free, it has become expensive. 
Capital is invested heavily in land owner- 
ship, or as alternative, in leasing. 
Singleness of control survives, and grows 
into control of many large tracts, some of 
them separated by as much as 3,000 miles. 


s0“‘Large-scale farms, less than 2 percent of all farms, 
contained more than one-fourth of al] farm acreage and 
more than one-tenth of all crop land; these large-scale farms 
had one-sixth of all farm capital, one-twentieth of the total 
labor resources, and produced more than one-fifth of the 
value of all farm products sold and used, and nearly one- 


fourth of all farm products sold.” See Arthur F. Raper, 
A Graphic Presentation of Rural Trends (United States Ex- 
tension Service and Bureau of Agricultural Economics, 
1952), p. 13. Reuben Hecht and Glen Barton, Gains in 
Productivity of Farm Labor, United States Department of 
Agriculture Technical Bulletin No. 1020, (Washington, D. C.: 
Government Printing Office, 1950). 


LAND ECONOMICS 


Plantation agriculture competes with 
its opposite, the family farm, as it always 
has done. Competition is not only for 
use of the better land, but also in the 
subtler form of absorption of the functions 
of the farmer by the planter, until one 
becomes the shadow, and the other the 
substance. The “planter” who absorbs 
the “farmer” may be a man, a corporation, 
or a cooperative association to which the 
farmer belongs as a member. This 
process of absorption has gone far in, for 
example, the production of citrus fruit. *! 

The family farm, like the plantation, 
has been investing capital in machinery 
ever since it became available. In so 
doing, it tooreplaces workers on the land, 
both farm families and wage workers. 
Today the trend of the family farm insti- 
tution, under the incentive to keep costs 
down by using machinery as fully as 
possible, is toward larger tracts of land, 
with sometimes less and sometimes more 
labor. The trend of the plantation is 
toward more elaborate management, and 
machinery, and less labor. At points 
these trends appear to touch. Whether 
they will ever merge is beyond the range 
of easy prediction. 

51 What began as an organization for performance of 
commercial, processing and marketing functions only, has 
frequently assumed functions originally performed by 
growers by offering more and more services to them. One 
after another, citrus packing houses, cooperative as well as 
commercial, have assumed responsibility for recruiting and 
housing labor, picking the crop, fumigating, irrigating and 
cultivating. In Florida resident caretakers, who began by 
tending the groves ot absentees, ended by becoming proprie- 
tors and processors. In southern California, even resident 
citrus growers have been surrendering mcre and more of 
their functions as agriculturists to their packing house or 
association, doing little beyond live in their groves and re- 
ceive the proceeds from the crop. Growers who are mem- 
bers of voluntary associations can and do exercise their right 
to resume their “farmer” functions, when they so desire. 
See testimony of Paul S. Taylor, La Follette Committee 
Hearings, part 47, pp. 17223-4; also J. E. Coit, an “Economic 
Brief” submitted in the North Whittier Heights Citrus 
Association vs. National Labor Relations Board case No. 8819, 


United States Circuit Court of Appeals for the Ninth Circuit, 
Transcript of Record, Vol. II. 





Rural Zoning in Minnesota: An Appraisal 
By CARL H. STOLTENBERG* 


vga zoning was first tried some 
21 years ago in the farm-forest 
fringe areas of the Lake States. It was 
tried as an answer to a pressing problem 
of the time: to provide for orderly de- 
velopment of rural areas without unduly 
increasing the costs of local government. 

In the years since World War II there 
has been little interest in rural zoning. 
The reasons for this are that rural popula- 
tions in marginal farming areas have been 
decreasing, and high prices for farm 
products have brought about a prosperity 
that has eased the financial burdens of 
local governments. 

But the problems that brought about 
the need for rural zoning have not been 
eliminated. When rural populations are 
low and local governments are not bank- 
rupt, adjustments of zoning programs 
may yield excellent results. This then is 
a good time to evaluate the accomplish- 
ments of rural zoning and to modify or 
expand present land-use programs on the 
basis of this appraisal. 

This study deals specifically with the 
results of rural zoning in the 14 north- 
eastern counties of Minnesota, a group 
of counties within which land-use and 
local government problems are relatively 
homogeneous. This group includes all 
counties of the state which have seriously 
considered rural zoning. 


Conditions Leading to Zoning 


During the latter part of the nineteenth 
and early twentieth centuries, lumbering 


tA more comprehensive report of the results of this study 
is to be found in Progress in Rural Zoning in Northeastern 
Minnesota, a dissertation submitted to the Graduate School 
of the University of Minnesota by the author in partial 
fulfillment of the requirements for the degree of Doctor of 
Philosophy, 1952. 

* Former Instructor in Forestry, University of Minnesota; 
now Assistant Professor of Forest Economics, Duke Univer- 


sity. 


was the major activity in northeastern 
Minnesota. The lumber industry and 
the lure of low-priced land brought 
thousands of settlers from the East. The 
region’s population rose almost 500 per- 
cent from 1880 to 1890, 130 percent from 
1890 to 1900, 86 percent from 1900 to 
1910, and 30 percent from 1910 to 1920. 
As the sawmills and the lumber industry 
moved westward these immigrants re- 
mained and farmed in isolated clearings 
scattered throughout the region. 

Country and township governments 
were established; school districts were 
organized; swamp-drainage projects were 
undertaken; and schools and roads were 
constructed; all under the assumption 
that the region’s population would con- 
tinue its rapid expansion. 

Together with the realization of the 
low productivity of much of the land for 
agricultural crops, the agricultural de- 
pression of the early 1920’s brought an 
abrupt halt to the region’s population 
expansion. The region’s total popula- 
tion increased by less than one percent 
from 1920 to 1930. Local people were left 
with heavy debts for over-built road 
and school facilities; with costly and in- 
appropriate local governments; with edu- 
cational systems which were costly on a 
per-student basis due to low enrollments 
and long transportation distances; with 
high per-capita costs for road maintenance 
due to the scattered pattern of settlement; 
with millions of acres of practically de- 
nuded and hence unproductive forest 
land; and with low prices for the few 
agricultural products being grown. As 
the land lost its speculative value, vast 
acreages became tax delinquent, leaving 
for the remaining taxpayers the already- 
excessive costs of maintaining public 
services. In turn this encouraged another 





154 LAND ECONOMICS 


cycle of increased delinquency. Condi- 
tions became steadily worse until well 
into the 1930's. 

The industrial depression of the 1930’s 
added to the region’s difficulties not only 
by causing greater declines in farm prices 
and incomes but also by stimulating a 
‘“‘back-to-the-land”” movement on the 
part of unemployed industrial laborers. 
Contrasted with the 0.2 percent increase 
in population during the 1920’s, the 
region’s population increased by ten 
percent during the 1930’s. Most of these 
new residents were temporary ‘‘farmers”’ 
who had little farming ability. They 
settled in isolated localities consequently 
causing increased drains on the region’s 
economy for schools, roads and relief but 
contributing little if any to the financing 
of these services. 

These were the conditions under which 
zoning was inaugurated in Minnesota 
and the other Lake States. The objec- 
tives of zoning were primarily to so 
direct new settlement that the increased 
costs brought about by such settlement 
would be kept at a reasonable level, and 
at the same time settlers would be 
directed to the areas in which their 
chances for successful farming would be 
maximized. 

Minnesota’s Zoning Ordinances. Minne- 
sota’s state enabling act! was passed in 
1939 following the lead of neighboring 
Wisconsin (1929) and Michigan (1935). 
The enabling act authorizes boards of 
county commissioners in forested coun- 
ties “in conjunction with town boards to 
establish districts and to regulate the use 
or occupancy of lands within these 
districts.” 

Minnesota’s zoning ordinances differ 
in one important respect from the more 
common Wisconsin-type ordinances. 
Minnesota’s ordinances provide only for 
“restricted” and “unrestricted” districts. 


1 Minnesota Laws, 1939, ¢ 340. 


Year-around residence is prohibited in the 
restricted district but all other uses of the 
land are permitted in either district. The 
Wisconsin ordinances in general provide 
for forestry, recreation, and unrestricted 
districts.2, Only certain specific uses of 
the land are permitted in the forestry and 
recreation districts. Timber and wild 
agricultural crops are the only products 
which may be grown and harvested in 
the forestry district. Permitted uses in 
the recreation district are comparable, 
although year-around residence required 
to maintain recreational facilities is per- 
mitted in this district but prohibited in 
the forestry district. All uses are per- 
mitted in the unrestricted district. Thus 
Minnesota’s ordinances are unique in 
that they separate occupancy from speci- 
fically land-use restrictions. 

Another important characteristic of 
zoning in Minnesota is the combined 
authority of town and county boards. 
Either board can prevent a restricted 
classification of any land within its 
jurisdiction. But no town may zone 
without the approval of the county board. 
In Wisconsin, towns have zoning au- 
thority if the county has refused to zone. 

Koning Procedure. Studies of land-use 
problems within the counties of the 
region were made by committees of local 
citizens prior to the passage of the state 
zoning act. After careful study these 
committees concluded that an unsatis- 
factory pattern of land use was one of 
the underlying causes of their difficulties 
—the same basic problem indicated by 
the earlier studies of the Governor’s Com- 
mittee,* Jesness and Nowell,‘ and others. 


2 For a more complete description of zoning in Wisconsin 
see W. A. Rowlands, F. B. Trenk, and R. Penn, Rural 
Koning in Wisconsin, Wisconsin Agricultural Experiment 
Station Bulletin 479, Madison, 1948. 

sGovernor’s Committee on Land Utilization, Land 
Utilization in Minnesota: A State Program for Cutover Lands 
(Minneapolis: 1934). 

40. B. Jesness and R. I. Nowell, A Program for Land Use 
in Northern Minnesota ‘Minneapolis: University of Minnesota 


Press, 1935). 
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As a result a citizen committee in each 
township, with the assistance of one or 
more members of the state land-use 
planning staff* and the county agent, 
classified the rural land in their town 
according to its best use under existing 
conditions of land quality and location 
with reference to schools, roads, and 
markets. This classification on the basis 
of the experience and opinions of local 
farmers was thought to be quicker, 
much less costly, more easily understood, 
and more readily accepted by local 
people than a detailed soil survey. The 
classification of aJl land in the fourteen- 
county region was completed except for 
Pine County, where classification was 
abandoned prior to completion. 

This planning and classification work 
prepared a good foundation for zoning. 
In turn, zoning offered local people an 
opportunity to enforce legally the pre- 
viously recommended land-use classifica- 
tions. During the first four years a 
member of the state land-use planning 
staff was available to assist in the prep- 
aration of a zoning ordinance when 
requested by a board of county com- 
missioners. With this technical assistance 
town boards met with interested local 
citizens and reclassified all land in their 
town as either restricted or unrestricted. 
Land classified as restricted was that 
from which new settlement would not 
only be discouraged but would be legally 
excluded. 

Following the town-board classifica- 
tions, zoning procedure calls for the 
county board to combine the results into 
a proposed zoning ordinance, making 
whatever changes seem wise only after 
receiving the approval of the town boards 

5 Federal and state tunds cooperatively supported a small 
land-use planning staff in Minnesota trom 1937 to 1942, 
Mr. A. D. Wilson, local farmer, former director of the 
Minnesota Agricultural Extension Service, and former 
director of the Beltrami Island Resettlement Project, directed 


the activities of the planning staff in this region and per- 
sonally assisted most of the local committees in their studies. 
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concerned. Public hearings are then 
held and final revisions made before the 
county board of commissioners actually 
votes on the proposed ordinance. Fol- 
lowing favorable board action each ordi- 
nance is published and filed with the 
register of deeds. Usually a zoning map 
has been prepared to show the location 
of the districts described in the ordinance. 


Present Status of Koning 


Since enabling legislation was pro- 
vided before the final completion of any 
of the land-use studies, several counties 
adopted zoning ordinances almost im- 
mediately. Carlton, Koochiching, and 
Lake of the Woods Counties passed 
zoning ordinances in the summer of 1940. 
Beltrami County followed suit in 1941. 
By the summer of 1946, Itasca, St. Louis, 
Aitkin, and Clearwater Counties were 
zoned. No ordinance has been passed in 
the eight years since 1946. The follow- 
ing sections will deal primarily with 
zoning accomplishments in these eight 
counties. 


Adequacy of Restricted Districts. Al- 
though no absolute measure of the 
adequacy of the restricted districts is 
available, several criteria may be used 
to give some indication of the suitability 
of the areas delimited. A summary of 
several criteria is presented in Table I, 
where the area of land presently avail- 
able for settlement (the unrestricted 
district) is compared with several meas- 
ures which might indicate the probable 
area of land needed for settlement. 
Caution should be used in drawing con- 
clusions as to the quality of zoning ac- 
complished in any given county on the 
basis of any single comparison. For ex- 
ample, if two counties have similar pro- 
proportions of land in farms yet dissimilar 
proportions of land restricted, it does not 
follow that the county with the smaller 
proportion of land restricted has done a 
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TABLE I—Estmates or LAND SUITABLE FOR AGRICULTURAL Use IN THE ZONED COUNTIES 





Total 
Area! 


Local 
Committees’ 
Classification 

**Farm Land’’2 


Zoning 
Classification 
**Unrestricted” 








Jesness and 

Nowell 1935 

Classification 
*Agricultural” 


Land in 
Farms 19503 





acres 


percent of total 


county acreage 


1,167,360 43 
1,610,880 35 


550,400 60 
643, 200 48 


1,704,320 26 
2,002, 560 19 


Lake of the Woods.... 
St. Louis 


837,120 30 
4,019, 840 23 


Total of 8 Counties....| 12,535,680 29 








59 45 
56 39 


76 70 
78 50 


29 26 
30 23 


49 26 
22 26 


39 32 














1 Acreages from U. S. Bureau of Census, 7940 Census of Minnesota, Population. 

? Includes all land classified as “Suitable tor Farming” and half of land of “Questionable Value for Farming.” Acreages 
trom county land-use reports. Classification includes over 97 percent of each county’s land area with two exceptions: 605,447 
acres (38%) of Beltrami County and 123,038 acres (19%) of Clearwater County are located in the Red Lake Indian Reserva- 


tion and are unclassified. 


3 Acreages from U. S. Bureau of Census, 7950 Agricultural Census of Minnesota. 


more “conservative” job of zoning—the 
existing settlement pattern there might 
have been more scattered, making the 
restricting of broad areas much less 
feasible. 

Almost all year-around rural residents 
of the region are engaged in farming. 
Resort owners usually live elsewhere 
during the winter. Thus a more than 
adequate allowance for agricultural ex- 
pansion would seem to be indicated by 
an unrestricted district which allows for 
more than doubling the area now in 
farms. This seems particularly liberal in 
the light of the recent settlement trends 
indicated in Table II. 

A similar conclusion is drawn from the 
fact that in six of the eight counties 
only two-thirds of the land area classified 
by local citizens as being unsuited for 
farm development was placed in the 
restricted district. This allowance seems 


TABLE II—Acricutturat DevELopMENT IN 14 Counties 
OF NoRTHEASTERN MiInnEsOTA: 1880-19501 





Number ot | Percentage of Percentage ot 
Census of | Farms | Land in Farms |Land “I mprove 





1880 378 
1890 1,829 
1900 7,550 


1910 14,275 
1920 22 ,380 
1925 29 ,446 


1930 25 ,994 
1935 34,040 
1940 33 ,601 


1945 29 ,155 
1950 24 ,579 














1U. S. Bureau of Census data. 

2 Census definition ot ‘Improved Land” changed between 
1940 and 1945 so these data are not excatly comparable. 
somewhat excessive since even the land 
originally classified as suitable for im- 
mediate development into farms would 
take care of all settlement until the year 
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2000 if such settlement occurred at a rate 
equal to that which developed during the 
past fifty years. 

In 1935 Jesness and Nowell recom- 
mended the establishment of specified 
zoning districts in their study, A Program 
for Land Use In Northern Minnesota. A 
comparison by counties is generally 
logical here since both classifications 
were made on the basis of existing settle- 
ment patterns which changed little dur- 
ing the period involved. Ifthe Red Lake 
Indian Reservation were excluded from 
the unrestricted districts, as was done in 
the Jesness and Nowell “agricultural” 
classification, the proportion of unre- 
stricted land in Beltrami and Clearwater 
Counties would be 39 and 59 percent 
respectively. (Placing these lands in the 
restricted district has certain advantages 
but for purposes of comparision this 
difference is of minor importance.) With 
this adjustment, a very close agreement 
is found between the proposed and actual 


gross acreages unrestricted in four of the 


counties. Between 1935 and the time of 
actual zoning certain local developments 
doubtless would have called for minor 
changes in the proposed ordinances but 
it would seem that the net effect of these 
developments generally would have 
called for a net increase in the total area 
restricted rather than a decrease. 

Thus from a long-run viewpoint it 
appears that in some towns and counties 
more land should have been logically 
included in the restricted district, while 
in others the total land area restricted 
may be adequate. 


Pattern of Zoning Developed. While gross 
area of the restricted district is one de- 
terminant of the effectiveness of a zoning 
ordinance, the settlement pattern defined 
by the zoning districts is an even more 
important determinant. Zoning must 
restrict settlement from the right areas if 
it is to achieve its objectives. 
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An examination of the zoning pattern 
clearly indicates that the primary objec- 
tive of zoning in some counties was the 
prevention of isolated settlement with its 
consequent high cost to local govern- 
ments. In St. Louis County, for example, 
the unrestricted areas generally are found 
in large blocks and in narrow bands 
along most of the improved highways. 
Such a pattern will not eliminate long 
transportation distances to schools or 
towns, but traveling will be done on 
good roads which are maintained the 
year around. This type of ordinance is 
practical and has much to recommend 
it. Administration should be relatively 
simple and strong local support for such 
an ordinance shoud be readily obtained. 
It does not closely direct all settlement to 
productive agricultural land, but it 
assists such direction. 


In order to simplify zoning administra- 
tion and maximize concentrated settle- 
ment, districts should be as large and as 
simple as possible. Zoning is most 
effective when tracts of several thousand 
acres can be blocked into either a re- 
stricted or an unrestricted district. Such 
a pattern has not been developed in 
Minnesota. Zoning in southern Beltrami 
County is an example of greater stress 
being placed on directing settlement 
away from relatively small tracts of un- 
productive land. Due to the actual 
restricted district being made up of 
many small, scattered blocks, the present 
ordinance requires the administration of 
840 miles of boundary-line between re- 
stricted and unrestricted districts. Jes- 
ness and Nowell’s restricted district con- 
tained approximately the same area in 
three large blocks but would have re- 
sulted in only 150 miles of such line. 


Minnesota’s zoning laws actually en- 
courage the development of small, iso- 
lated-block zoning. Since zoning districts 
are originally delineated by individual 
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township boards, the result is actually 
township zoning. Although this has 
some desirable aspects it also prevents 
the development of an ideal ordinance. 
Each town board restricts the poorer land 
in that township and leaves the better 
land unrestricted. The result is some 
land placed in each district in almost 
every township, while if a county or 
regional scale of productivity were used 
perhaps many whole townships would 
remain open for settlement and others 
would be completely restricted. 

“Township zoning” may weaken an 
otherwise sound county ordinance when 
some of the town boards refuse to restrict 
land under their jurisdiction. Beltrami 
County’s ordinance shows 100 percent 
participation by the various town boards. 
On the other hand, no restricted areas 
were defined in seven of the twenty-four 
townships in Carlton County. Four of 
these townships have some of Carlton 
County’s largest areas of land unsuited 
to settlement. 

However, “‘township zoning” also has 
certain advantages when contrasted with 
county zoning. Anti-zoning town-board 
officials may be sufficiently influential to 
prevent all zoning if their town must be 
included. Lake County prepared a zon- 
ing ordinance which was accepted by all 
town boards except two. But lacking 
100-percent township participation the 
board of county commissioners refused 
to approve the ordinance. 

The status of land ownership has 
greatly affected the zoning classification 
applied. Publiciy-owned land has en- 
couraged a restricted classification while 
private ownership has had the opposite 
effect. Carlton County’s ordinance typi- 
fies this tendency in that only approxi- 
mately sixteen percent of the land in the 
restricted district is in private ownership. 


Town boards were usually very hesi- 
tant to restrict land which was currently 


being used as a residence, even though 
such a classification had no effect on the 
present owner as long as the residence 
was maintained. Zoning makes only 
new settlement in the restricted district 
illegal. Existing residences remain legal 
until occupancy is terminated for a period 
of two or more years. Misunderstanding 
of this fact has also brought opposition 
from the residents concerned. 

Ordinance Administration. Zoning-ordi- 
nance administration consists primarily 
of keeping track of non-conforming uses 
and their discontinuance, enforcing the 
regulations, and adjusting ordinance pro- 
visions to changing basic conditions. 

Since counties which need zoning 
usually cannot afford an extensive ad- 
ministrative organization, care should be 
taken to simplify the administrative task 
wherever possible. The chopped-up pat- 
tern of the present restricted districts has 
made efficient administration more diffi- 
cult. However the residence-type re- 
strictions make violations relatively 
simple to detect. And by relocating 
residents from the restricted district at 
least two counties have made it simpler 
to keep track of these legally isolated 
settless. These latter factors have eased 
administrative difficulties. 


If the vast majority of local citizens 
clearly understood and supported the 
zoning ordinances, they could bring 
about effective administration even when 
other factors were unfavorable. It is a 
present lack of this understanding and 
support which is largely responsible for 
current administration weaknesses. The 
common misconception that any popula- 
tion growth will result in economic 
growth and progress is rather widespread 
in the region. Public officials and others 
often tend to look upon new residents as 
new taxpayers, ignoring the fact that 
they may require much more public 
assistance than they contribute in taxes. 
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For this reason enforcement has met 
considerable public resistance when it 
appears to be inhibiting local immigra- 
tion. 

As a result, administration is likely the 
weakest part of the zoning program in 
Minnesota. The first phase of adminis- 
tration, that of keeping a record of legal 
non-conforming residences and their dis- 
continuance, has largely been ignored 
despite its being legally required. Only 
three of the eight counties prepared such 
a list originally and only one of these is 
keeping the list up-to-date. During the 
1940-1950 decade the number of farms 
in the region decreased by 27 percent. 
If no record is kept of the residences 
abandoned in the restricted district, re- 
settlement may someday occur and an 
excellent opportunity to improve the 
effectiveness of the ordinance will have 
been lost. 


The reason for not keeping a non- 
conforming-use list is simply lack of time 


and cooperation. In no case has there 
been an addition to the county staff 
specifically for administration of the 


zoning ordinance. Responsibility for ad- . 


ministration has been assigned to county 
officials in addition to their existing 
duties. Some have sought cooperation 
from local tax assessors and others in pre- 
paring and maintaining the list, and 
where this was not forthcoming the task 
has not been accomplished. 

Little evidence is available as to the 
adequacy of the most obvious phase of 
administration, that of actually enforc- 
ing the residency regulations. Intensive 
enforcement efforts have not been needed 
during the years since the ordinances 
were established because little settlement 
has taken place. 


In some counties responsibility for en- 
forcement has been assigned to the land 
commissioner. In at least one county 
the auditor is responsible. And in others 
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enforcement is considered to be the job 
of all county officers. The weakness of 
the latter system is obvious. If the 
county has a land commissioner he is the 
logical choice since he often spends a 
large share of his time in the non-agri- 
cultural areas of the county. 

Although direct contacts have resulted 
in the discontinuation of some illegal 
residences, several county boards have 
been willing to relax enforcement in the 
establishment of some such residences. 
This has been true especially when the 
settlers are associated with the recreation 
industry. Attempts to expand the in- 
dustry to undeveloped areas have been 
encouraged by county officials, not in- 
frequently at a considerable cost to local 
taxpayers. In some cases the settlers 
have been allowed to stay illegally in the 
restricted district after having been 
warned that such public services as road 
construction and maintenance, school 
bus service, etc., would not be furnished 
them in that location. 


Enforcement at the present time re- 
quires only little effort, but enforcement 
machinery must be operating and be 
capable of considerable expansion when 
greater need for it arises. In at least four 
of the zoned counties it is very doubtful 
that the present arrangements for en- 
forcement are adequate to form even a 
minimum framework within which to 
build an efficient enforcement system. 


Adequate zoning administration must 
also be concerned with adjusting the 
zoning ordinance to changing conditions. 
Amendments are possible upon approval 
of the town and county boards concerned. 
Basic conditions affecting land use do 
change, including people’s understand- 
ing of these conditions. Rural zoning 
must be kept abreast of these changes 
or trends if it is to perform its 
function well. However, distinction must 
be made between what are merely short- 





160 LAND ECONOMICS 


run changes or whims and what are the 
basic long-run changes in conditions and 
public opinion. To yield to requested 
amendments for short-run reasons will 
weaken an ordinance, even as failure to 
provide amendments to keep in line with 
basic changes will render an ordinance 
ineffective in achieving its objectives. 
Amendments have been made to six of 
the eight ordinances. Each amendment 
has been to remove land from the re- 
sticted district and have it placed in the 
unrestricted district. This, in the light of 
the large decrease in the number of farms 
in the region, would seem to indicate that 
the net changes that have been made are 
not in the direction of fundamental, long- 
run changes in conditions affecting land 
use. Doubtless many of these changes 
were justified and resulted in both private 
and public benefit. However, it would 
seem logical that even larger areas would 
have been transferred to the restricted 
districts had the public interest been as 


well represented as individual interests in 
pressure to have amendments made to 
keep abreast of changing conditions. 


Results of Koning 


An analysis of the actual benefits re- 
ceived from rural zoning in Minnesota 
during the past fourteen years is a difficult 
task. Positive criteria to be used in 
measuring benefits are lacking. Chang- 
ing conditions usually are not directly 
attributable to any single factor, such as 
zoning, but are the result of several inter- 
acting factors. Thus the personal judg- 
ment of the individual analyst must be 
relied upon rather heavily for an ap- 
praisal of the effects of zoning. 


Officials of zoned counties are almost 
unanimous in their expression of general 
satisfaction with the present ordinances 
and their results. The writer has at- 
tempted to refrain from being unduly 
impressed by these general statements of 


approval since they are probably subject 
to a “‘favorable”’ bias. 

Prevention of Isolated Settlement. It is 
evident that the major benefits of this 
nature will develop in some future period 
of industrial recession and rural settle- 
ment. However, in a 1950 survey of the 
zoned counties, five of the seven counties 
replying stated specifically that zoning 
had helped prevent isolated settlement in 
their counties. 

The effectiveness of ordinances in con- 
trolling future settlement will doubtless 
vary among counties. In a county where 
the restricted districts cover only part of 
the isolated areas, such as in Carlton 
County, complete prevention of scattered 
settlement is certainly impossible. Under 
the rather comprehensive, highway-zon- 
ing type of ordinance of St. Louis County, 
complete isolation may not be prevented 
but isolation which would result in ex- 
cessive county costs will likely be elimi- 
nated. 

In a county where a small amount of 
individual pressure will bring about an 
illogical reclassification of an isolated 
tract, there is little hope for effective pre- 
vention of isolated settlement. However, 
despite certain omissions and weak- 
nesses of the present ordinances, if either 
the town or county board is seriously in- 
terested in preventing isolated settlement 
there are sufficient restricted areas in 
every zoned county to prevent a great 
deal of this costly practice. 


Consolidated Settlement in Suitable Areas. 
Consolidated settlement is obviously in- 
creased by forcing all settlement to take 
place within a limited area. In general 
the unrestricted district is better suited to 
settlement and agricultural development 
than is the restricted district. But direct- 
ing settlement away from small tracts of 
poor soil is not a logical function of the 
Minnesota-type ordinance. In _ one 
county residents in the unrestricted 
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district are successfully farming isolated 
tracts of good land within the restricted 
district. This is logically in line with the 
ordinance which prohibits establishment 
of costly isolated residences but permits 
cultivation of isolated tracts of good soil, 
which may be economically profitable to 
the farmer and yet not too costly for his 
tax-paying neighbors. 

Zoning should help to decrease costs of 
local government and assist the settler in 
locating a general area where his chances 
of success are maximized. These factors 
should encourage the more prudent 
settlers to establish farms in zoned coun- 
ties. While this tendency may be present, 
statistics on population changes have not 
indicated a significant difference between 
zoned and unzoned counties during the 
1940-50 decade. 

Encouragement of Various Land Uses. 
When land is placed in the restricted 
district its speculative value for agri- 
cultural development may be consider- 


ably reduced. In such cases the assessed 
value of the property might be expected 
to be brought more in line with the pro- 
ductive capacity of the land for forestry 


or other extensive uses. This should en- 
courage the development of these land 
uses. Actually, little evidence of direct 
tax reduction in the restricted district 
was found. However, in Koochiching 
County land in the restricted district is 
being approved for classification as auxili- 
ary forests, with consequent special taxa- 
tion considerations. It appears that 
this is an influencing factor in the ap- 
proval of auxiliary forest applications in 
Itasca and St. Louis Counties as well. 
In other counties very little land has 
been approved for this classification. 
That zoning is encouraging to private 
commercial forestry is indicated by the 
stated willingness of the larger pulp and 
paper companies in the state to cooperate 


6 Minnesota Laws 1927, c. 247. 
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with the provisions of the ordinances. 
One large company plans to establish 
permanent homes for woods-working 
family men in each of their working com- 
partments. Their policy is to establish 
residences for these men on the nearest 
good year-around road in the unrestricted 
district and provide daily transportation 
to the working area. 

Several foresters of the Minnesota 
State Division of Forestry state that in 
reducing settlement in isolated areas 
zoning has helped reduce the forest-fire 
hazard where suppression is especially 
difficult due to inaccessibility. 


Tax-forfeited forest land is often sold 
at the request of a purchaser who buys 
on the pretense of clearing the land for 
agricultural development, while his only 
actual interest is in obtaining the timber. 
After the timber is removed, the land, 
now usually in an unproductive condi- 
tion, is again allowed to forfeit for non- 
payment of taxes. Auditors of zoned 
counties unanimously agree that zoning 
has helped reduce this waste. 


Zoning has also encouraged county 
management of tax-forfeited lands for 
forestry purposes. When county people 
became convinced that a large acreage of 
land under their supervision was not 
going to be used immediately for new 
farms they became interested in seeing 
what income could be obtained from this 
land. Forestry has proven to be a 
profitable enterprise to several of the 
counties. Much of this land might be 
idle today if zoning had not helped call 
this waste to the attention of local people. 


Inasmuch as forestry has been en- 
couraged in recreational areas, and 
spotty, submarginal farming discouraged, 
scenery has been improved and recrea- 
tional developments thereby encouraged. 
Due to the willingness of counties to re- 
classify land for recreational develop- 
ment, no evidence was found that the 
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recreational industry was in any way 
handicapped by zoning. 

In two unzoned counties there was 
evidence that mining companies exerted 
pressure to defeat proposed zoning ordi- 
nances. Under existing state laws, for- 
feited land which is in a restricted district 
cannot be “repurchased” except under 
special arrangement and must therefore 
be purchased at a regular tax-forfeited- 
land sale.? Mining interests object to 
this clause since mineral rights are re- 
served for the state when land is sold in 
a tax-forfeited-land sale, but are not so 
reserved when land is repurchased. Zon- 
ing has not retarded mining developments 
because of this provision, but the pro- 
vision apparently has had a significant 
effect on zoning history in northeastern 
Minnesota. 

Development from a Pioneer Society. In 
zoning, local people have publicly de- 
clared their recognition of the passing of 
the pioneer society stage of development. 
They have recognized that the day when 
a man can live completely unto himself is 
gone. People now generally agree that 
every citizen has a right to have a good 
road to his residence, good schools for his 
children, adequate fire and police protec- 
tion and, at the same time, reasonably 
low taxes. Simultaneously, local people 
realize that each citizen has, in turn, 
certain obligations to society: he may no 
longer live completely where he pleases 
if this opportunity is likely to place ex- 
cessively heavy taxation burdens or other 
costs on his neighbors. 

Zoning may well help to discourage ill- 
advised back-to-the-land movements by 
indicating to potential settlers that all 
land is not capable of being successfully 
farmed, and that a satisfactory living 
cannot be made by isolated, pioneer-type 
settlement. When such movements are 
not prevented, new settlers will be forced 


1 Minnesota Statutes 1945, Section 282. 
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to realize that they are part of a com- 
munity and as such they may expect 
certain services and must assume certain 
responsibilities. Settlement under such 
conditions is certainly more likely to 
succeed than where a settler sets out to 
“carve his home from the wilderness” 
without assistance. 

Encouragement of Supplementary Measures. 
Zoning has also had an important effect 
on local people in encouraging them to 
act together in attempting to solve com- 
mon problems. The effect on county 
forest management of tax-forfeited land 
is an example. 

County school superintendents are 
enthusiastic over the effects of zoning in 
reducing their costs and indicate that the 
location of restricted districts has some- 
times influenced the size and shape of 
new school districts. In some areas where 
zoning districts are rather large it is likely 
that school-district reorganization has 
occurred sooner than it would have 
without zoning. 

Zoning encouraged the development of 
the complementary measure of reloca- 
tion.* St. Louis County has used these 
two measures to aid highway planning. 
A county official estimates that the St. 
Louis County relocation program has al- 
ready saved local taxpayers approxi- 
mately $200,000. In one case zoning, 
combined with the relocation of four 
families (at a total cost of $10,000), per- 
mitted a modification of the county’s 
road construction program, initially sav- 
ing taxpayers $50,000 in construction 
costs and now saving approximately 
$1,500 annually in maintenance costs. 

No evidence was found of any use 
being made of county zoning ordinances 
by either state or federal highway agen- 
cies. Neither was any evidence dis- 
covered to indicate that local units of the 
Rural Electrification Authority are using 


8 Minnesota Laws 1945, c. 223; 1951, c. 289. 
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county zoning districts as a criterion in 
accepting or rejecting applications for 
electrical service. 

Zoning has been of some assistance in 
promoting and assisting other programs, 
but this assistance has been limited due 
to a failure to publicize zoning in recent 
years, a lack of confidence in the stability 
of existing ordinances, and the failure of 
some ordinances to cover the county 
adequately and uniformly. 


Conclusions 


Approximately two-thirds of the four- 
teen-county study area has been zoned. 
Under present conditions any expansion 
of this area seems unlikely due to a 
current lack of interest in the zoning 
program. 

While it appears that benefits have 
accrued to each of the zoned counties, 
the most important benefits to date may 
not have resulted from the direction of 
new settlement. The promotion of re- 
location, county forest management, 
school-district reorganization, and similar 
programs, the recognition of private 
obligations in modern society, and the 
encouragement of forestry have been 
important contributions. These latter 
contributions have been limited by oc- 
casional laxity in zoning administration 
and by a lack of adequate publicity for 
the program. 

Certain ordinance weaknesses which 
are a result of the “township” nature of 
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zoning in Minnesota would seem to be 
more than offset by the better public 
support received as a result of such local 
control. 

The present ordinances are sufficiently 
comprehensive to prevent a large amount 
of isolated settlement, despite the specific 
weaknesses described. Present ordinance 
administration is gradually weakening 
the ordinances by frequently failing to en- 
force the regulations, failing to keep a 
record of discontinued residences in the 
restricted district, and failing to amend 
ordinances in line with current funda- 
mental conditions. This type of adminis- 
tration is encouraged by current public 
apathy regarding zoning. 

The number of farms in the region is 
now considerably smaller than it was at 
the time of zoning. Thus in some areas 
restricted districts could be expanded and 
the effectiveness of the ordinances there- 
by improved without unduly increasing 
the number of legal non-conforming 
residences. 


In view of these conditions it would 
seem that a public reappraisal of the 
zoning program, both in the individual 
counties and on a regional basis, would 
yield excellent results. Such a reapprai- 
sal should seek to eliminate only the more 
apparent weaknesses at the present time. 
Concurrent favorable publicity of the 
zoning program would also yield valu- 
able benefits. 





Mechanics of the Urban Economic Base: General 
Problems of Base Identificationt 


By RICHARD B. ANDREWS* 


HE urban economic base for pur- 

poses of this discussion can be defined 
along lines followed in earlier articles of 
the series. Briefly described the base is 
that part of an urban economy which is 
composed of activities whose principal 
function is that of exporting goods, serv- 
ices, or capital beyond the economic 
boundaries of the community. The eco- 
nomic complement of the base is made up 
of service activities. Service activities of 


the community are primarily engaged in 
internal trade which involves sales of 
goods, personal services, and capital to 
local base enterprises, employees of the 
base, other service enterprises, employees 
of service enterprises, and unemployed 
persons within the community. 


In the process of analyzing the eco- 
nomic base of a specific urban area there 
arise certain technical problems which 
include not only the selection and appli- 
cation of units of measure but also the 
process of base identification. Identifica- 
tion of the base is essentially simple as a 
working plan but rather difficult in 
application. 


Identification, in a broad sense, is 
made as soon as the base is defined. If 
we think of the base as representing the 
export activities of an urban area then 
the problem seems to be simply that of 
identifying and listing such export organ- 
izations. However, it is at this point 
that a unit of measure is introduced. 
Clearly the exporters must be quantified in 
some way other than by a mere statement 

t This is the second in a group of four articles which, as a 
part of the longer series on the urban economic base, are 
concerned with some of the more technical problems which 
arise in the process of applying base theory to a particular 


community economy. 
* School of Commerce, University of Wisconsin. 


of number of exporters. If the unit of 
measure for purposes of identification is 
employment then this measure is applied 
to the exporters and their relative em- 
ployment standing in the community is 
established. A statement of the relation 
of base employment to service employ- 
ment, total employment, and population 
is thus made possible. However, applica- 
tion of this procedure is vastly compli- 
cated by the fact that there are relatively 
few “pure” activities which can be said 
to be entirely basic or entirely service. 
It is, therefore, the segregation of basic 
and service elements from what we may 
call typically ‘“‘mixed” activities that 
represents one of the principal general 
problems in the identification process. 


There is also an associated difficulty, 
much narrower in scope than the prob- 
lem of mixed enterprises, which arises as 
a result of limitations of the unit of 
measure. Reference is made here to the 
fact that the standard employment meas- 
ure has difficulty in identifying such 
fields as capital export activity in a 
suitable manner. 


Finally, it must be emphasized that an 
integral part of the process of identifica- 
tion is the setting of economic boundaries 
for the community. Without a clear 
definition of these boundaries it becomes 
difficult to identify basic activities with 
any degree of precision. For if exporta- 
tion is to be distinguished it must be in 
terms of movement of goods, services and 
capital outward across the line which 
separates the urban community from its 
market. This particular aspect of identi- 
fication will be discussed in a subsequent 
article on technique. 
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Identification Techniques 


There are currently in use several 
general techniques whereby the basic 
economic activities of a community may 
be segregated and measured. The 
paragraphs that follow will summarize 
some of the more prominent of these 
techniques and indicate what their prin- 
cipal virtues and shortcomings are. An 
attempt will be made to estimate which 
of the techniques shows the greatest 
promise and would therefore warrant the 
greatest concentration of effort directed 
toward procedural refinement and, per- 
haps, conceptual extension. Particular 
attention will be paid to the common 
problems that arise in the application of 
familiar identification techniques. These 
common or general problems are to be 
distinguished from special identification 
problems which are not found to an im- 
portant degree in all cities. 

The discussion is not concerned with 
detail problems of obtaining raw employ- 
ment data where this unit of measure is 
used. It is assumed that the usual sources 
for this particular unit are available, i.e., 
direct data collection from federal, state, 
and urban governmental agencies. 


Residual Method 


The residual method of identification is 
a technique devised by Homer Hoyt, but 
no longer used by him in his later studies. 
Operating as a rough rule of thumb, it 
was employed prior to 1940 when a de- 
tailed breakdown of employment by type 
of industry was unavailable.’ Briefly 
stated the residual method may be 
described as follows: 

All known basic enterprises are meas- 
ured in terms of the number of their em- 
ployees. As long as a heavy proportion 


‘Arthur M. Weimer and Homer Hoyt, Principles of 
Urban Real Estate (New York: The Ronald Press Company, 
1939), pp. 44-45. For most recent method, see: Weimer 
and Hoyt, Principles of Real Estate, 3rd edition (The Ronald 
Press Company, 1954), ch. 18, pp. 332-345. 
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of the activities of these enterprises was in 
the export field and only a minor pro- 
portion identified with local trade the 
entire enterprise was considered basic.? 
A 1:1 ratio between basic and service 
employment was assumed by Hoyt in his 
earlier studies. From those activities 
which were not predominantly basic were 
subtracted the number of employees 
typically assumed to be necessary for the 
performance of the service functions of 
the community. The size of this deduc- 
tion was computed from the 1:1 ratio. 
The residual following this deduction for 
service purposes was allocated to the base 
side of the local economy since it was 
assumed that the service requirements of 
the community had been completely 
cared for by the previous computation. 
In this manner the mixed enterprises— 
those not clearly basic—were broken 
down into their base and service com- 
ponents. 

At the present time this technique 
should no longer be used as a complete 
breakdown of employment, for every 
urban region is available. Hoyt changed 
his views on the immutability of the 1 to 1 
ratio and changed the entire technique of 
identification in his New York study.* It 
may be to the point, however, to criticize 
the technique which is now obsolete, since 
it has a certain persuasiveness traceable 
in part to the relative ease of its applica- 
tion. 

The assumed ratio was the core weak- 
ness of the technique. As will be em- 
phasized in later articles, one of the 
principal objectives of investigating the 
economy of a community is to discover 
what the base-to-service ratio is. Con- 

2 This idea seemed to be implicit in Hoyt’s reasoning in 
in his first studies. 

8 Homer Hoyt, Economic Status of the New York Metropolitan 
Region in 1944 (New York: Regional Plan Association, In- 
corporated, 1944). 

‘The ratio between basic and service employment is 
found to vary trom 1 to 0.6, to 1 to 2.1. Weimer and Hoyt, 


Principles of Real Estate, 3rd edition, (New York: The Ronald 
Press Company, 1954), p. 352. 
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sequently, to estimate the ratio is to 
assume away what should be one of the 
important findings of base research. Of 
course in the circumstances under which 
Hoyt was working with the Federal Hous- 
ing Administration in the Thirties survey 
speed was important, complete data on 
employment by type of industry was not 
provided until the census of 1940, and a 
rule of thumb such as the ratio provided 
was an expediter. With far more com- 
plete statistical data on employment now 
available, and with more improved tech- 
niques for analyzing basic and service 
employment, this early pioneer method is 
merely a museum piece. 

It is no longer necessary to make the 
assumption that certain activities are 100 
percent “‘base types” and can, therefore, 
be classed automatically as basic. Manu- 
facturing is an example. However, 


certain portions of such enterprises may 
be engaged in service activity; a situation 


which, apparently, this technique does 
not assume away but simply does not 
regard as important. 

We must conclude, therefore, that the 
residual method had many limitations 
and employed assumptions which would 
not produce the most accurate results. 
Since this method has been abandoned by 
its originator, interest in it would now 
be only historical. 


Macrocosmic Method 


Base identification by the macrocosmic 
method is of fairly recent’ origin as a 
technique.’ It is used, principally, in 
large urban areas where more detailed 
techniques would be costly and time- 
consuming. What this approach does, in 
essence, is to make a comparison of the 
employment pattern of the area under 
study with that of the nation at large. As 
one research team expressed the idea: 

’The term “macrocosmic” is here introduced by the 


author in view of the absence of a single descriptive name or 
term in the literature. 
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‘*. . . . manufacturing currently employs 
40 percent of all gainfully employed persons 
in the Chicago area, whereas the national 
percentage is 27 . . . . It may be inferred, 
therefore, that the goods produced by these 
13. percent ‘extra’ workers are probably 
destined for export markets.” ® 


It is not assumed, of course, that each 
urban area conforms strictly to the 
national pattern of production and con- 
sumption. But it is felt that relationships 
such as the one described will indicate 
the rough magnitude of local employ- 
ment as compared to a national norm. 
Situations will occur with great frequency 
in which all or part of an industry within 
a community may be below the national 
average and yet that industry may be a 
heavy exporter. This calls to mind as an 
example the highly specialized produc- 
tion of machine tools in a small city. The 
likelihood is great that none of the 
machine tools will be consumed locally. 
Yet under the macrocosmic method a 
substantial proportion of the employ- 
ment total of the firm would be classified 
as service rather than basic. In his 
studies Hoyt assumed that all capital 
goods industries such as machine tools 
were basic. Roterus made an attempt to 
estimate the proportion of output of a 
capital goods industry that was consumed 
locally but found it involved very elabo- 
rate and difficult compilations. There 
may be adequate ground for the criticism 
that as the size of the city under study de- 
clines the reliability of the macrocosmic 
method also declines. The basis for this 
thought is to be found in the example 
cited above. It suggests that plant em- 
ployment size within an industry as 


¢W. E. Hoadley, Jr., and C. G. Wright, Employment, Pro- 
duction and Income in the Chicago Industrial Area (Chicago: 
Research Department, Federal Reserve Bank of Chicago, 
1948), p. 3. The authors are, of course, emphasizing the idea 
that all industrial activity devotes a certain proportion of its 
energies to serving local needs. This proportion is here 
assumed to be the same for the local urban community as it 
is for the national community. Anything in excess of this 
proportion is considered export activity. 
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among a group of communities may not 
necessarily vary widely whereas the popu- 
lation distribution of the communities 
under consideration may be very wide. 
This line of reasoning further suggests 
that as communities decline in size the 
proportionate volume of local purchases of 
the goods being produced will also de- 
cline. Consequently, a heavier propor- 
tion of employees would be attributable 
to the export or basic phase of the in- 
dustry in the case of the small community 
than in the case of the large one. In addi- 
tion to this quantitative consideration 
there is a qualitative question of which 
users of the macrocosmic method are well 
aware. ‘This question is again one which 


is suggested in the example of the 
machine tool plant. Specifically, locally 
produced goods or services may not be de- 
manded locally for many reasons which 
would include the traditional deterents of 
price and taste, a high degree of special- 
ization, or the simple fact that the good or 


service produced is part of a production 
chain which is to be continued in another 
community. On the other hand it is well 
recognized that the production of con- 
sumer necessities, such as certain forms of 
finished food products, would engender 
fairly large local trade. 

Recognition of some of these situations 
is apparent in the adjustments which are 
made for variations in urban consump- 
tion and savings habits as against those of 
the nation as a whole.’ This type of 
qualification, however, raises a question 
as to whether there may not be, in addi- 
tion, some significant variations among 
urban areas in consumption and savings 
habits traceable to variations in the 
character of their economic bases and 
social patterns. 

Among the many involved adjust- 
ments which must be made when the 
macrocosmic method is employed are 


7 Hoyt, Regional Plan Association, Inc., op. cit. 


those emphasized by the short but deep 
section on technique found in the Cincin- 
nati study of 1946.8 Here Victor Roterus 
and his staff point out that “the formula 
for determining the urban-serving em- 
ployment must be varied with each activ- 
ity because urban consumption differs in 
many cases from national (urban-rural) 
consumption.”® The report correctly 
stresses, moreover, the fact that macro- 
cosmic conversion assumes that a com- 
munity draws as heavily as possible on 
local production to satisfy its demands 
before turning to outside sources. This 
assumption simply does not hold in 
many instances.!° 

A minor criticism of the macrocosmic 
method which was also mentioned in 
connection with the residual technique 
is the question which arises concerning 
the inclusiveness of the approach. In 
other words macrocosmic conversion is 
no more effective for identification pur- 
poses than the residual approach when it 
comes to problems of capital export, 
retirement incomes, commuter activity 
and the like. There is also the observa- 
tion to be made that occupational and 
industrial classifications of the U. S. 
Census may not alwavs be sufficiently 
fine in particular cases to give the preci- 
sion that may be desired, especially in 
situations where firms contain mixtures 
of activities which must be separately 
counted in order to be used in the 
technique. 

This writer is left with the feeling that, 
whereas some such approach as that of 
the macrocosmic is almost a necessity in 
very large metropolitan areas, it leaves 
wide margins of error traceable in the 
main to the numerous potential variables 
involved. There is certainly a substan- 


* Cincinnati City Planning Commission, Economy of the 
Area (Cincinnati: City Planning Commission, December 
1946), p. 23. 

9 Ibid., p. 23. 

10 Ibid., p. 24. 
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tial question as to whether or not the 
variables (if recognized) can be weighed 
and compensated with satisfactory pre- 
cision. Finally, it is not altogether clear 
from the writings inspected by this author 
whether or not ample testing of the 
macrocosmic method has been carried 
out. Apparently single industries within 
a community have been tested.!1_ How- 
ever, there is the very real likelihood that 
the testing has not been extended at one 
time to several communities. Conse- 
quently, the unwary investigator who 
attempts to identify the basic and service 
elements of his community and uncriti- 
cally applies the macrocosmic technique 
may obtain inaccurate results. What is 
needed is an investigation of the tech- 
nique per se, one which tests it in different 
sizes and types of communities. It might 
be possible to start this type of investiga- 
tion economically by using several small 
cities where the macrocosmic method 
could be applied and then checked by 
actual counts that employ other methods 
of identification that are impractical for 
large metropolitan areas. 


Sales-Employment Conversion 

Among the identification techniques 
which are applied with varying degrees of 
success to small cities the sales-employ- 
ment conversion method is the one de- 
serving most attention. As was indicated 
in the preceding article on units of 
measure this method employs the two 
“standard” measures (employment and 
payrolls) for identification purposes. Its 
objective is simply that of determining 
the proportional shares of sales made 
by an enterprise inside and outside the 
economic community however it may be 
defined. These proportions are then 
applied to what might be called the 
“‘working”’ unit of measure, let us say 
employment, and a basic-service distribu- 
tion of the measurement factors results. 


11 bid. 
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The commonest means of applying this 
technique is through the questionnaire 
and interview. The questionnaire ap- 
proach is simple in concept but often 
complex in execution. It has been em- 
ployed principally as a means of segre- 
gating basic from service employment in 
the retail fields. It has not been used 
quite as extensively for segregation pur- 
poses in the field of personal and profes- 
sional services. Both the questionnaire 
and interview techniques of executing 
sales-employment conversion are to be 
thought of as field approaches contra the 
deductive residual and macrocosmic. 
Because of their more direct approach 
and the fact that they usually are em- 
ploying fresher data they are to be pre- 
ferred to the deductive techniques. How- 
ever, there are problems of size of uni- 
verse, speed of data collection, and cost to 
be considered in the application of any 
identification technique. It is because of 
these conditions that in many instances 
the process which is less desirable in terms 
of precision must be employed. 


In execution the questionnaire and 
interview techniques may be used sepa- 
rately or in combination depending on 
the conditions under which the investi- 
gation is to be made. A simplified inter- 
view approach involves obtaining from 
responsible management an estimate of 
the percentage of business which is 
carried on by the enterprise outside of 
the boundaries of the economic com- 
munity or the percentage of sales to 
shoppers, tourists, and similar groups who 
come from outside the community. These 
proportional estimates are then applied 
to whichever unit of measure is used in 
the identification process, here employ- 
ment. The basic and service elements can 
then be quantified (or converted from 
sales to employment) for the particular 
enterprise and eventually cumulated into 
industry, basic and service, enterprise 
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classifications. In the event that manage- 
ment is not certain concerning the export 
and service aspects of its enterprise other 
approaches must be employed to obtain 
the data or to check on management’s 
statements. 

It is at this point that the customer 
questionnaire may be introduced. The 
objective is, of course, that of determin- 
ing the residence or business location of 
the on-the-spot purchaser. Such ques- 
tionnaires are usually distributed directly 
to the customer when he is at the place of 
business under analysis and can easily in- 
clude questions on patronage of other 
places of business and local buying habits 
in general. 

Mailing lists are of doubtful value as a 
customer data source in this connection 
because they may either be purchased 
lists or include only charge customers of 
the enterprise being studied. 

Delivery and mailing records provide 
another general variety of sales-source 
check. However, these records are not 
kept by all enterprises and if they are 
maintained they alone are not adequate 
indicators of export trade, particularly in 
the retail field where cash and carry is 
still strong as a buying technique. 

However, in the case of enterprises the 
bulk of whose transactions are with cus- 
tomers at a distance as against an on-the- 
spot-purchase basis the problem of segre- 
gation of base and service enterprise 
data may be somewhat simpler, provid- 
ing the data are made available to the in- 
vestigator. The principles of sales- 
employment conversion are, of course, 
applied here as well. Greater accuracy 
of results may be obtained if customer 
account records are made available. This 
type of segregation can be applied with 
even fewer complications to the opera- 
tions of the mail order house and hotel. 


However, for the retail merchandise 
firms of a city and the dispensers of busi- 
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ness, personal, and professional services 
the practical problems of segregation are 
formidable. Partly by way of review 
some of the more outstanding difficulties 
may be pointed out. 

The customer questionnaire has, to 
this writer, always appeared a difficult 
device with which to work. Even assum- 
ing a good percentage of responses there 
remain knotty questions concerning the 
representative character of the sample in 
terms of all types of customers. The meat 
of this last point is that it cannot always 
be assumed that customer responses are 
evenly distributed by type and hence by 
location. 

Another problem in applying the 
questionnaire and interview technique 
arises in the fact that the number of 
small operators in the merchandise, 
personal and professional service field 
within one community is often very large. 
The baffling scope of a complete coverage 
operation consequently forces the use of 
some sampling device. As a result the 
investigator may have to accept the 
sample of a sample. This problem will, 
of course, increase in seriousness progres- 
sively with city size. 

Finally, it should be reemphasized that 
where management is requested to esti- 
mate export activity it is at a disad- 
vantage since it is forced to think in terms 
of an economic community boundary 
which may be entirely unfamiliar in 
terms of patronage breakdowns. As a 
consequence, estimates are not likely to 
be accurate. 

From what has been said it is apparent 
that, whereas the character of data col- 
lected by questionnaire and interview is 
to be preferred to that made available by 
more round-about processes, it is also 
guilty of significant flaws. The presence 
of defects in an investigatory process 
suggests certain compensatory actions. 
On the one hand, weaknesses in a pro- 
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cedure may be lessened in seriousness or, 
at best, completely removed by concen- 
trated analysis of the causes and balanc- 
ing cures. In any event, conclusions 
drawn from data based on procedures 
with recognized blemishes must be 
treated carefully and adequate allow- 
ances made. If the flaws appear in- 
superable under the system of data col- 
lection used and if there are encountered, 
at the same time, great difficulties in 
judging what compensation should be 
made for such inadequacies, then there is 
ample ground for believing that a new 
technique must be found. 

Specifically, the interview and ques- 
tionnaire methods are too closely bound 
to the rather unwelcome but often un- 
avoidable process of estimating. The in- 
adequacies of this process stemming from 
errors in human judgment and simple 
lack of supporting data are too well 
known to warrant further comment. 
One must conclude, therefore, that, 
whereas there are no doubt many im- 
provements yet to be made in this 
approach, there remains the fundamental 
weakness of the source material. Conse- 
quently, there appears to be an urgent 
need for the development of new identifi- 
cation techniques in the field of segrega- 
tion particularly as they apply to whole- 
saling and retailing of merchandise and 
other business, personal, and professional 
services. 

Sampling 

Sampling is not a technique for general 
base identification segregation. It is, 
rather, a statistical device which is im- 
plicit in such techniques as sales-employ- 
ment conversion involving use of the 
questionnaire and interview approach. 

There may also be a sampling decision 
to be made as to which “representative” 
enterprises shall be studied within the 
various industrial classifications of a com- 
munity. Then, when the selection has 
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been made, there arises the possibility of 
the application of sampling within the in- 
dividual enterprises. 

From another point of view the sam- 
pling device is a compromise between 
residual techniques and the more de- 
sirable form, complete coverage by ques- 
tionnaire and interview. It almost goes 
without saying that the accuracy of this 
device is dependent of the individual 
reliability of the sampling system em- 
ployed. 

Whereas sampling holds great hopes as 
a means of improving the precision and 
increasing the simplicity of the identifica- 
tion process, it must be remembered that 
the really important factor in this picture 
is the reliability of the data being 
sampled. As was indicated in previous 
discussion of this matter the data in too 
many cases are imprecise. Hence the 


task seems to be one of improving the 
data gathered at the enterprise level. This 
may be brought about by the develop- 


ment of new and more intensive tech- 
niques of analyzing enterprise records 
and/or by devising questionnaires that 
get at the ultimate facts desired by in- 
direct means that reduce the use of 
personal estimates. Procedures such as 
these will be expensive and time-consum- 
ing. However, these difficulties may in 
turn be reduced by the intelligent use of 
sampling devices. 


Dollar-Flow Measurement 


Up to this point the discussion has not 
concerned itself with the question of the 
identification of capital export. As was 
mentioned in the article on measure, the 
unit of measure employed in the process 
of base identification is not universal in 
that it can identify all types of base 
activity within the community.'? Thus 
far, identification has been analyzed in 
"it Richard B. Andrews, ‘‘Mechanics of the Urban Econ- 


nomic Base: The Problem of Base Measurement,” Land 
Economics, February 1954. 
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terms of employment and sales as the 
units of measure. Capital export has 
been ignored for the technical reason 
that there is, as yet, no generally practi- 
cable means of identifying it. The 
Oskaloosa study which presented a 
rather complete dollar-flow picture for 
that small Iowa community was able to 
make such an identification.'? However, 
this technique due to its complexity 
would be impractical for general applica- 
tion particularly in the case of large cities. 


In the opinion of this writer the broad 
outlines of capital export as a problem in 
measure and identification take the fol- 
lowing form. 


Capital is exported from a community 
by specialists and nonspecialists. The 
specialist may be thought of as the 
familiar financial firm whose business is 
concentrated on the making of loans 
both local and ‘‘foreign.”’ In the case of 
the specialist there is no peculiar type of 
measure and identification problem other 
than those described in connection with 
the standard approaches discussed earlier. 
A relatively simple case is that of the 
large metropolitan commercial bank 
where a base-service division of employ- 
ment and payrolls could be established 
on the basis of geographical distribution 
of loans. Here, of course, a concurrent 
determinant of base-service segregation 
would be the geographical dispersion of 
depositors some of whom would also be 
the consumers of loans. Clearly, there- 
fore, the commercial bank presents a 
dual type of function, loan and deposit 
service, the parts of which would have to 
be successfully reconciled in order to 
yield an accurate segregation of base and 
service activity. This type of reconcilia- 


18 “Oskaloosa versus the United States,” Fortune, April 
1938. Homer Hoyt in his The Economic Base of the Brockton, 
Massachusetts, Area (1949) gives attention to property returns 
as a part of a community income and expenditure analysis. 
However, he does not examine the intricacies of capital 
export per se. 
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tion has apparently never been attempted 
but may well find a solution in a geo- 
graphical allocation of profits as between 
local and extra-area borrowers and de- 
positors. 

It is, however, the non-specialist ex- 
porter of capital who presents one of the 
most difficult problems within the field of 
identification, one that may never have a 
satisfactory solution. 

The non-specialists include business 
firms and individuals with surplus funds 
available for outside investment. Also 
classed as non-specialists are individuals 
whose pension and insurance transactions 
involve, in the community aggregate, an 
important capital export volume and 
hence an important influx of interest pay- 
ments and matching funds. How these 
types of capital export are to be located, 
measured, and then integrated with other 
base data remains a challenging and yet 
unconquered segment of the identifica- 
tion problem. 

Conclusions 


One leaves the subject of general iden- 
tification technique problems of the 
urban base with a limited sense of frus- 
tration brought about by the sheer size 
and complexity of the task of introducing 
greater precision and coverage into a 
subject field which throws up impressive 
barriers of a variety so common in the 
social sciences. It is this writer’s belief 
that up until the present such significant 
problems as measure and identification 
have been treated all too summarily. 
The main fault of approach lies in the 
fact that all the work which appears to 
have been done in these technique- 
problem fields has been performed as a 
part of a larger work project. For ex- 
ample, an economic base study is exe- 
cuted within a particular community. 
In the course of the study the inade- 
quacies of measure and _ identification 
techniques are appreciated anew. The 
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research staff involved reviews the think- 
ing on the subject and makes some change 
for the better in identification approach. 
In a sense these are measures of expedi- 
ence. Time and money are at a premium 
and there are many other problems with 
which to contend. It is not surprising, 
therefore, that we inch ahead, and some- 
times backward, in this vital sector of the 
urban base technique field. It is im- 
possible to avoid the somewhat sententi- 
ous ending of articles such as this by say- 
ing that what is needed is more research. 
But that is precisely the need in this case. 
However, the research must be devoted 


exclusively and intensively to the one sub- 
ject and not combined in general studies 
of the base. 

Unfortunately the complexities of the 
base identification process have been 
merely sketched in this discussion of 
general problems. It must, therefore, be 
the business of the next article to discuss 
the detailed special headaches of the 
identification field. Here will be touched 
upon such subjects as commuter identifi- 
cation, “‘significant” base activities, and 
the variety of base activities derived from 
certain types of on-the-spot-purchase 
processes. 
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The Control of Ohio River Pollution 


GEVERE drouth last year in the Ohio 

Valley pointed up the critical nature of 
the regional water pollution problem in a 
way nothing else could. Because of fallen 
stream levels, industrial water supplies were 
limited by the intensified pollution; farm 
water supplies were damaged and made 
unfit for animals, and many municipal water 
plants were extended to their last measure of 
protection in making water safe for drinking. 
This is the report of Dr. John D. Porterfield, 
Ohio’s health director and chairman of the 
Ohio Water Polluticn Control Board.: Dr. 
Porterfield has noted the similarity of the 
circumstances above and those which pre- 
vailed in the drouth-stricken 1930’s when 
epidemics of intestinal illness were traced to 
pollution. 

The increased awareness of the pollution 
problem, brought on by that earlier drouth, 
motivated a series of federal and state enact- 
ments which today hold out the promise cf 
pollution-free water in the Ohio River and 
its principal tributaries. Remedial efforts 
come none too soon for the use of water is 
increasing rapidly, largely because of growing 
industrial demands; and polluted streams 
further aggravate the already serious prob- 
lems which accompany any water shortage. 
Water-borne waste deposits which settle in 
the stream bed can slow the rate at which 
ground water reserves are replenished and 
contaminate these reserves as well. Polluted 
streams can infect water main systems 
through underground openings in broken 
main sections. Finally, pollution intensifies 
the drouth problem by seriously reducing the 
usefulness of whatever water supply there 
may be. These pcllution-caused evils com- 
bine to threaten future growth if not con- 
tinued economic activity at the level 
presently attained in the Ohio River Valley 
and in the valleys of its tributaries similarly 
polluted. Industrial water needs are great— 
65,000 gallcns for a ton of steel, 320,000 
gallons for one ton of synthetic rubber, 


1 Dayton Daily News, December 15, 1953. 


50,000 gallons for a ton of explosives, to cite 
a few.2 And contaminated streams do not 
furnish the quality of water needed by 
industry. 

What is the source of the pollution in the 
Ohio and its tributaries? Into these rivers 
(in 1950) were dumped the untreated wastes 
from more than 5,000,000 people, industrial 
wastes equivalent to another 7,000,000 
people, and other materials, mostly from coal 
mine drainage, which contained more than 
2,500,000 tons of acid.* 

The pollution threat has not gone ignored. 
Following the drouth-pollution crises of the 
1930’s, the eight states whose areas are 
partially included in the Ohio River Basin 
(Illinois, Indiana, Kentucky, New York, 
Ohio, Pennsylvania, West Virginia, and 
Virginia) began to work together to draft an 
interstate compact by which an administra- 
tive commission would be created to control 
future pollution and to abate existing pollu- 
tion in the Ohio River drainage basin. Much 
of the credit for promoting the compact idea 
goes to the Cincinnati Chamber of Com- 
merce. 

The use of the interstate compact-com- 
mission was a particularly apt choice of in- 
strument to meet this eight-state pollution 
problem. With insight into the nature of 
future needs the drafters of the Constitution 
had provided for the solution of interstate 
problems which were solely of regional im- 
portance. With the consent of Congress, 
agreements or compacts between states are 
entirely constitutional.‘ 

In June 1936, Congress authorized the 
eight states in the Ohio River basin to enter 
into a compact whose purpose was the abate- 
ment and control of water pollution.® In 
1938 delegates from the eight states reached 


2Ohio River Valley Water Sanitation Commission, 
Second Annual Report, 1950, p. 7. 

3 Ibid., p. 6. 

The Constitution of the United States of America, 
Article I, Section X. See also: Virginia v. Tennessee, 148 
U. S. 503, (1893). 

549 U. S. Stat. at Large, 1490. 
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agreement on the form and content of the 
compact which was submitted to the Congress 
and the respective state legislatures for ap- 
proval. Congress sanctioned the compact 
in July 1940, and by March 1948 the eighth 
state ratification had been enacted. The 
Ohio River Valley Water Sanitation Com- 
mission, the administrative body established 
by the compact, came into existence in 
Cincinnati on June 30, 1948. 


Each of the participating states pledged its 
faithful cooperation in combatting present 
and future water pollution. Further, each 
state agreed to enact the legislation necessary 
to place and maintain the waters of the 
basin in a sanitary condition. (The steps 
taken by the state of Ohio to fulfill this 
pledge will be discussed below.) The scope 
of the agreement was broad; Article I in- 
cludes “the rivers, streams, and water in the 
Ohio River basin which flow through, into, 
or border upon” the signatory states. 


For administrative purposes, the Compact 
created the Ohio River Valley Water 
Sanitation Commission to which each state 
appoints three commissioners. The United 
States Government is also represented by 
three commissioners. Most of the state- 
appointed members are public health and 
conservation officers. The federal representa- 
tives come from the Fish and Wildlife Service, 
Public Health Service, and the Corps of 
Engineers. The staff of experts, which carries 
on the day to day work of the Commission, is 
headed by Edward J. Cleary, the Executive 
Director and Chief Engineer. 


To finance Commission activities, each 
state contributes tc the annual budget, as 
determined by the commissioners, on the 
basis of its population and area within the 
Ohio River drainage basin as defined. For 
example, the first annual report (1948-1949) 
showed that Ohio contained 19.1% of the 
area within the Ohio River drainage basin 
and included therein was 26.1% of the basin 
population. The arithmetic average of the 
Ohio area and population percentages was 
22.60%. Ohio, therefore, contributed $22,- 
600 of the $100,000 budgeted for that year.’ 
The Commission may not incur any financial 
obligation before making an appropriation 
to cover the commitment. 


654 U. S. Stat. at Large, 752. 

7 Ohio River Valley Water Sanitation Commission, First 
Annual Report, 1948-49, Appendix C. 

8 Ohio River Valley Water Sanitation Compact, Article V. 


Compact Article VI states: ‘The guiding 
principle of this Compact shall be that 
pollution by sewage or industrial wastes 
originating within a signatory state shall 
not injuriously affect the varicus uses of the 
interstate waters as herein before defined.” 
These uses principally include the provision 
of public and industrial water supplies, 
recreation, and the maintenance of fish and 
other aquatic life. To achieve these goals 
the Commission is authorized to study the 
pollution problems of the district and recom- 
mend uniform legislation to the respective 
state governors. The Commission also con- 
sults with and advises the states, communities, 
corporations and others on their particular 
pollution problems and—what is of prime 
importance—the construction of sewage and 
waste disposal plants. 

The construction of sewage and waste 

treatment plants must be coordinated with 
Commission-determined water quality and 
waste treatment standards for each section 
of the Ohio River. Such standards are de- 
cided upon after thorough research by staff 
experts and a public hearing for all interested 
parties in conformance with traditionally 
observed due process procedures. Standards 
will vary all along the course cf the river be- 
cause of differences in such variables as flow, 
location, self-purification and the usage made 
of the water at various points. The signatory 
states agreed that wastes which flow into 
interstate waters shall be treated to meet 
Commission standards within the reasonable 
time required to construct the necessary 
facilities. In the event that voluntary or 
state action fails to bring about the beginning 
of a prcgram leading to adequate waste or 
sewage treatment the Commission nas au- 
thority to step into the situation. It may set a 
date and order any municipality, corporation, 
person or entity to take prescribed remedial 
action by that time. Such orders, issued only 
after proper notice and hearing, become 
effective with the satisfaction of two condi- 
tions: the assent of a majority of the com- 
missioners from a majority of the states, and 
with the assent of at least a majority of the 
commissioners from the state in which the 
order applies. Any state court of general 
jurisdiction or a United States District Court 
may be resorted to for either an order to 
comply with the Ccmmission order or for 
review of an order. 


* Ibid., Article IX. 
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To date no orders of the type discussed 
above have been issued. The Commission 
has chosen instead to achieve its goals by 
earning the goodwill and gaining the co- 
operation of all interested parties. This pro- 
gram has proceeded along two lines: coopera- 
tion with state governments and cooperation 
with industry committees. 

Cooperation with state pollution control 
authorities is relied upon by the Commission 
to achieve compliance with its water quality 
and waste treatment standards. Each pol- 
luter is issued a notice (signed by Commission 
officials and the three commissioners of that 
state) which sets forth the requirements for 
waste treatment; the notice requests that the 
affected party inform its state pollution 
control agency of the extent to which the 
standard is being met or when the facilities 
necessary to attain the standard can be com- 
pleted. The state agency reports semi- 
annually to the Commission cn the progress 
toward compliance. The Commission main- 
tains a docket-file of all notices, reports and 
correspondence between the three parties 
and in this way accumulates a complete 
record which is usable in the event that the 
Commission is forced to fall back on the legal 
enforcement authority described earlier. 

Perhaps no better illustration of state 
government and Commission cooperation 
can be shown than that in the state of Ohio. 
In the year following the establishment of the 
Commission, the Ohio General Assembly 
(effective August 26, 1949) granted the Ohio 
Department of Health the power necessary to 
meet its obligations under the Compact.!" 
(Prior to the enactment of this statute, the 
Department could take remedial action only 
upon the request of local officials or a petition 
from local voters.) Thus, the Department 
was responsible for supervising sewage and 
industrial wastes as well as reviewing and 
approving plans for waste disposal. Most 
important of all, the Department gained the 
authority to adopt and enforce orders, hold 
hearings, institute court proceedings, and 
promulgate regulations for stream zoning and 
classification. In the legislative hearings on 
the 1949 act, Commission members and staff 
experts appeared to testify and worked for the 
passage of the needed statutory provisions. 

Still stronger anti-pollution measures were 
adopted by the 1951 Ohio General As- 
sembly.''! The new law, effective September 


10 Ohio General Code, Sec. 1240-4. : 
11 Baldwin’s Ohio Revised General Code, Chap. 6111. 
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27, 1951, created the Ohio Water Pollution 
Control Board. It is composed of five 
members who represent health, natural re- 
sources, commerce, industry, and munici- 
palities. The statute names as board chair- 
man the state director of health. Taking 
over the pcllution control functions of the 
department, the new board set up a system of 
granting permits to discharge any wastes into 
Ohio waters. Polluting water without a 
board permit is an cffense punishable by 
fines up to $500 a day and possible im- 
prisonment. Permits have been issued for 
periods ranging from 2 months to 2 years, 
with the longest permits going to those 
applicants whose waste discharges have been 
sufficiently treated so as to meet control 
standards. Even these permits are reviewed 
every two years. All other permit applicants 
are informed that subsequent renewals will 
depend on their showing that specific meas- 
ures have been taken toward pollution abate- 
ment. 

Faced by the fact that many municipalities 
and corporations had not even begun to plan 
for waste treatment, the board has found it 
necessary to allow time for planning, financ- 
ing and construction of the necessary facili- 
ties. However, board policy requires the 
establishment of a time table and the per- 
formance of each step within the prescribed 
time is a prerequisite for permit renewal. 

Ohio’s permit system has proved successful 
in the short time it has been administered. 
The Ohio Water Pollution Control Board has 
reported the changes that have taken place. 
Of the 5,500,000 Ohioans whose communities 
are covered by the permit program, only 
1,000,000 had adequate sewage treatment 
when permits became necessary in September 
of 1952; 2,500,000 had inadequate treatment 
and 2,000,000 had no treatment at all. Al- 
though the adequate treatment figure had 
not changed by December 1953, the inade- 
quate treatment group had grown to 3,300,- 
000, while the group with no treatment had 
fallen to 1,200,000.'? 

By the summer of 1953, 38 Ohio communi- 
ties, whose total population exceeded 2,000,- 
000, were constructing new sewage treatment 
plants and improving those already built. 
The value of these projects totaled $80,000,- 
000. In recent local elections some 20 com- 
munities authorized over $17,000,000 in 
bonds for new disposal facilities.'* Speaking 


12 Dayton Daily News, December 17, 1953. 
18 Dayton Daily News, December 18, 1953. 
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for the State Pollution Control Board, its 
chairman, Dr. Porterfield, was quoted as 
saying: “Despite the rapid progress being 
made, we cannot expect to reach a peak of 
sewage plant construction until sometime in 
1955 or even 1956. This is because of the 
time necessary for the preparation of design 
plans, especially on larger projects. And 
then, actual construction will take several 
years on some of the large projects.”'* How- 
ever, Dr. Porterfield believes that 90% of 
Ohio’s urban population will have adequate 
treatment facilities by 1960. 

With regard to industrially caused pollu- 
tion, the control board reports that 565 in- 
dustries are known to discharge wastes di- 
rectly into Ohio waters. Of these, all but 37 
were covered by the permit program at the 
beginning of the year, and these will be in- 
cluded in 1954. One-third of the permit 
holders have treatment facilities and most of 
the others are planning or building them, Dr. 
Porterfield has said.'5 

It is interesting to note in passing that 
membership in the Ohio Valley Commission 
is only one of three agreements under which 
Ohio is cooperating with others to control 
pollution. With the U. S. Public Health 


Service there has been negotiated an agree- 


ment by which pollution in Lake Erie will be 
reduced and Ohio has joined with Indiana in 
an effort to clean up the Maumee. 

In addition to its policy of promoting state 
cooperation, the Commission has expanded 
continuously a program aimed at strengthen- 
ing industry cooperation with its pollution 
abatement and control activities. Because in- 
dustry needs clean water, it and the Com- 
mission have much in common. Initially, 
the Commission organized a series of con- 
ferences with management representatives 
from each of the principal industries in the 
Ohio River drainage basin. These con- 
ferences explored the possibilities of an inte- 
grated pollution control program. Asa result 
of these discussions “‘industry-action” com- 
mittees were formed. The most recent Com- 
mission report shows that such committees 
have been organized from among executives 
in the steel, metal-finishing, distilling, chemi- 
cal-salt, organic chemical and oil refining 
industries. There is also an advisory. com- 
mittee which represents bituminous coal 
producers. These committees have been 
successful in creating strong bonds of con- 

14 Dayton Daily News, December 17, 1953. 

18 Ibid. 
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fidence between the Commission and each 
of the major basin industries. Each in- 
dustry committee decides upon its own 
organization and program. The Commission 
will assign a staff expert to any committee 
which makes the request. 

The committees serve five basic functions: 
(1) promoting in each industry an apprecia- 
tion of the need to reduce pollution, (2) as- 
sembling facts and analyzing the waste dis- 
posal problems of each industry, (3) consult- 
ing with the Commission on water-quality 
and treatment requirements, (4) encourag- 
ing research and development of more effec- 
tive means of controlling waste discharges 
and (5) pooling and disseminating informa- 
tion, via the Commission, among all indus- 
trial committees.!6 

Working for five years at the task of con- 
trolling a pollution problem fifty years in the 
making, the Commission has the goodwill of 
its associates in government and industry and 
a record of achievement as well. Work dur- 
ing these first years has been impeded at 
times by emergency-caused shortages and 
high construction costs. During this period 
not all of the signatory states have had 
statutes sufficiently strong to permit full com- 
pliance with Compact pledges. It was not 
until March 1953 that the last of the states 
succeeded in amending its laws to comply 
with Compact terms. 

In its fifth annual report the Commission 
showed that municipal sewage from 43% of 
the basin population received some form of 
treatment. Facilities to serve another 10% 
were under construction, while final plans 
had been approved for other treatment plants 
capable of serving another 16%. 

Of the 1,247 industrial pollution sources 
which discharge directly into the Ohio Valley 
streams, 66% are operating control facilities, 
3% have begun construction, and 9% are 
working on plans for waste treatment plants. 

The record of achievement in every one of 
the Compact states is encouraging. Not oniy 
has each state enacted all necessary statutes 
but each has established the necessary control 
agency needed to enforce these laws. There 
can be no doubt that a good start has been 
made at resolving a complex area problem. 


Paut GARFIELD 
Miami Uninersity, 
Oxford, Ohio 
16Qhio River Valley Water Sanitation Commission, 
Third Annual Report, 1951, p. 23. 





ie, Ot 


t 
d 
d 
1 
t 
Ss 
y 


bl ee es Be Bl 


Industrial Location Trends in Chicago in Comparison 
to Population Growtht 


The Problem 


THis paper presents part of the results 
of a study of industrial location in the 
Chicago Standard Metropolitan Area.’ It 
is concerned only with that part of Chicago 
called the Outer Zone, as distinct from the 
Inner Zone or Central Area of the city (see 
Figure 1). The trends in the location of 
industry in the Central Area of Chicago have 
been discussed in detail elsewhere. 


Land use in the city is dependent to a large 
extent on the pattern of industrial land 
utilization. The placement of manufacturing 
units, for example, may influence the distri- 
bution of residences, the network of the trans- 
portation system, and the location of service 
activities. To those interested in the city 
as a physical and social phenomenon the dis- 
tribution of industry takes on particular im- 
portance. Urban planning, for example, as 
the antithesis to laissez-faire development, 
must take into account such trends as popula- 
tion growth, retail trade distribution, and 
industrial growth. Related to these trends 
are such factors as transportation facilities, 
utilities, schools, housing, etc. 


Part of the general problem of the distribu- 
tion of industry is the movement of industry 
from one place to another within the urban 
complex. Surprisingly, there has been little 
empirical research to measure the extent of 
industrial movement or decentralization in 
any particular city; or in fact, if there has 
actually been any decentralization at all. 
True, there have been studies of the growth 
of industry in smaller cities but there have 
been relatively few studies made of the 
problem in terms of the gain and loss of 
industry in our larger cities.* The problem 


t The writer wishes to acknowledge the valuable assistance 
received from the Commonwealth Edison Company of 
Chicago and the Public Service Company of Northern 
Illinois in gathering the data; the writer is also grateful for 
assistance rendered by the staff of the Chicago Plan Com- 
mission. 

1 Attention is called to the fact that this study is concerned 
only with manufacturing establishments. 

2 Leo G. Reeder, “The Central Area of Chicago—A Re- 
Examination of the Process of Decentralization,” Land 
Economics, November 1952. 

Three studies of industrial decentralization in this 
country are of particular importance. They are: William 
Mitchell, Trends in Industrial Location in the Chicago Region 


assumes particular importance as a conse- 
quence of technological changes in transpor- 
tation and atomic power. 

A good deal of the research efforts of social 
scientists has been directed towards an ex- 
amination of problems in the central part of 
our cities. Problems of crime, delinquency, 
housing, cultural conflicts, suicide, mental 
disease, etc., have each been studied in the 
locus of their major incidence. The central 
core of our cities displays more dramatically 
the processes of human ecology, urbanism, 
and the social problems associated with 
these processes. The central parts of our cities 
are also blighted and slum-ridden and we 
have made attempts to partially meet the 
problem through efforts at urban redevelop- 
ment.‘ 

On the other hand, the rest of the city, i.e., 
the outer zone, has been relatively neglected 
by social scientists and practical planners. 
Since the location of industry is an important 
variable in such phenomena as residential 
housing, transportation, schools, utilities, etc., 
it seems proper to investigate the trends of 
industrial location in the relatively unblighted 
parts of the city. The study of industrial 
location trends, furthermore, can serve as a 
partial test of theories of city growth, par- 
ticularly as these theories or hypotheses 
relate to industrial distribution. We may 
find that new and developing patterns of in- 
dustrial location may warrant revision of the 
theories concerning the city. 

This paper reports the results of a study of 
industrial location trends, including intra- 
city movement of industry, in what is known 
as the Outer Zone of the city of Chicago. 
The relation of population growth to indus- 
trial growth was included as a part of the 


study. 
The Hypotheses 


Five hypotheses were tested in this study. 
(1) There was a change in the direction of 
industrial location as between the 1926-1930 


(Chicago: University of Chicago Press, 1933); Roswell C. 
McCrea and Robert M. Haig, Regional Survey of New York 
and Its Environs (New York: Regional Plan Association of 
New York, 1927), Vol. I; and New York State Joint Legislative 
Committee on Industrial and Labor Conditions, “The Problem of 
Industrial Migration,” (Albany, New York, 1941 and 1942). 
‘The National Housing Act of 1949, for example, pro- 
vides funds to aid cities in redeveloping their slum areas. 
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and 1941-1950 periods. (2) There are no 
differences between the central area and the 
outer area of the city in terms of the direc- 
tional movement of industry. (3) The trend 
of industrial location in the city parallels the 
trend of population growth. (4) Establish- 
ments that move from the city do not locate 
in suburban areas adjacent to their former 
locations in the city. (5) Decentralization 
of industry is not a phenomenon of the 
Outer Zone. 


The Data and Method 

The time interval selected for investigation 
was the ten-year period 1941 through 1950. 
The major sources of data were: (1) the 
annual reports of the industrial divisions of 
public utility companies, (2) the monthly 
reports of the Association of Commerce and 
Industry of Chicago. These data were 
checked and supplemented by field studies, 
schedule surveys, and participant observa- 
tion while gathering the data at the utility 
companies. Census data were used for 


population sources but were not employed 
for industrial information since they reveal 
nothing about plant relocations. 

The city was divided into two concentric 
zones, an Inner Zone (or Central Area) and 


an Outer Zone, and into five Sectors that 
extend through each Zone. The boundary 
lines cf the Inner Zone closely approximate 
the Chicago City Plan Ccmmission’s “Re- 
development Area’’; the Outer Zone includes 
all of the city land not embraced by the Inner 
Zone. For analytical purposes the seventy- 
five local community areas of the city were 
allocated to the Sectors and Zones. The 
boundaries of the Sectors and Zones were 
drawn primarily with reference to such major 
features as the Chicago River and main trans- 
portation arteries in the city; in all but one 
case these were also the boundaries of the local 
community areas.’ The five sectors may be 
identified as follows: I—North Side, II— 
Northwest Side, III—West Side, IV—South- 
west Side, and V—South Side. 

The trends of industrial location were ex- 
amined by ordering the data into the follow- 
ing categories: (1) the movement of industry to 
and from the Outer Zone of the city, and (2) the 


5 Although any set of sectors meaningful for .analytic 
purposes can be drawn, analysis of sector locational patterns 
indicate the advisability of certain modifications of these 
boundaries. For example, it would probably have been 
better to have drawn the boundary lines between major 
features and main transportation arteries rather than to 
coincide with them. 
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location of new industry in this part of the city. 
The location of the industry that moved into 
or out of the Outer Zone and the locational 
patterns of new industry were analyzed by 
reference to the sectors and zones. Unfortu- 
nately, there were no existing data on the 
total distribution of industry throughout the 
city so that a suitable base to show the differ- 
ential rates of change was not available. 


Results and Discussion 


Hypothesis I that the industrial land use 
pattern in Chicago has undergone directional 
changes in the 1930-1950 period was verified. 
In a somewhat similar study made twenty 
years earlier, Mitchell found that the location 
cf industry in Chicaco was along “‘pre-exist- 
ing lines of development.”® The data for the 
1941-1950 period clearly indicate that in- 
dustry was expanding into the North and 
Northwest parts of the city in numbers and 
in areas that did not reflect the previous 
pattern of industrial land use. Figure I pro- 
vides a visual impression of the mass move- 
ment into those sectors. Furthermore, the 
data in this study did not agree with the 
earlier findings of Mitchell thatthe continued 
development of the (Lake) Calumet region 
is the only evidence of industrial decentraliza- 
tion within the city proper.”’ The present 
study showed that the Calumet district gained 
relatively little industry in the 1941-1950 
period. On the other hand, the Southwest 
and Northwest sectors showed the only clear 
evidence of decentralization (cf., Table I), 
i.e., a substantial gain of industry. Analysis 
of the data showed that the Northwest sector 
attracted more new establishments than any 
other sector in the city, 37.4 percent of the 
establishments that located in the Outer Zone 
settled here. More than half of the plants 
that located in the Northwest sector had 
moved there from the Inner Zone of the city. 
Relatively few of the plants that moved from 
the central part of the city (the Inner Zone) 
located in the South and Southwest sectors of 
the Outer Zone. During the decade 1941- 
1950 not a single industrial plant moved from 
the Inner Zone to the area indicated on the 
map by the broken lines (cf. Figure I). In 
fact, only seven establishments, or 6.4 percent 
of the total moving from the Inner Zone to 
the Outer Zone located in the area East of 
the broken line, in Sectors IV and V. This is 


6 Mitchell, op. cit., pp. 65-66. 
7 Mitchell, op. cit., page 63. 








Oo te we te 


= 8S 8 PO lt ct 


REPORTS AND COMMENTS 








MOVEMENT OF MANUFACTURING 
ESTABLISHMENTS FROM THE 
CENTRAL AREA TO THE OUTER 
ZONE OF CHICAGO, 1941-1950 


TOTAL ESTABLISHMENTS --102 


—_ Beundery of Centre! Aree 


—— SECTOR BOUNDARIES 









































Pikitii iia 





LAND ECONOMICS 


TABLE I—IncreAse oR DeEcrREASE IN Numser OF MANUFACTURING ESTABLISHMENTS BY 
In THE OUTER ZONE OF CHIcaco, 1941-1950 





Number Out 
Moving Out Total 


"Number 


Moving In Percent 





Sectors 
a b 
I 
North 34 2 
II 
Northwest 40 
III 
West 40 
IV 
Southwest 25 
V 


South 6 5.1 


a _— 


16 17 33 |. 13.2 


44 51 95 37.4 


35 17 | 52 | 20.4 


ee 9. 56 22.0 


“a = 7" m1 70 





TOTAL....| 145 12 157° (100) 











145 109 | 254 | (100) 

















a Manufacturing Establishments That Moved From Chicago to the Standard Metropolitan Area, 1941-1950. 


b Intra-City Movement of Establishments, 1941-1950. 


c New Establishments in Chicago Outer Zone, 1941-1950. 


d Intra-City Movement of Establishments, 1941-1950. 


all the more significant when it is realized that 
74 percent of the vacant land available for 
industrial use was South of 95th Street, and 
47 percent of the land was adjacent to Lake 
Calumet. More-than 22 percent of the estab- 
lishments that left the city had 100 or more 
employees. This suggests that these plants 
were seeking larger quarters for purposes of 
expansion. The fact that these plants did not 
locate in the large industrial tracts available 
in the Calumet area however, indicates that 
there were other factors in the situation. 
Apparently, location in the suburban fringe 
of the city provided most of the advantages 
of a city cite and at the same time eliminated 
the problems associated with location in the 
city. 

From an examination of the data, it is 
clear that the industrial growth of the 
Southwest Sector was experienced in form of 
new establishments, i.e., newly organized 
plants, branch establishments, and firms 
moving into the city, and not as a result of 
intra-city industrial-movement. 

The second hypothesis, which stated that 
there were no differences between the Inner 
Zone and the Outer Zone in the directional 
movement of industry was verified. Figure I 
shows clearly the directional movement of 


- Outer Zones. 


manufacturing establishments from the Inner 


“Zone to the Outer Zone. Attention is called 


to the small map in the lower left corner of 
Figure I which shows that only a few of the 
establishments that moved from the Outer 
Zone located in the heavily congested part of 
the Inner Zone and most of these plants found 
locations on the periphery ‘of the Inner Zone. 
The data in Table I indicated that Outer 
Zone industry tended to move to other 
Outer Zone locations or out..of the city to 
locations in the Standard Metropolitan 
Area. ‘The visual presentation of the data 
(cf. Fig. I) on the intra-city movement of 
industry indicates very clearly that move- 
ment was outward from the most congested 
part of the city to the less congested Outer 
Zone. It is apparent that the centrifugal 
direction of industrial movement in the city 
of Chicago was true for both the Inner and 
It appears that the central 
part of Chicago did not have an economic or 
social attraction for industry in the Outer 
Zone desiring a new location. 


Furthermore, the establishments that 
moved from each zone of the city to places in 
the Standard Metropolitan Area tended to 


“follow a similar pattéfn™ in location:~~ For 


example, almost 80 percent of the establish- 
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ments that moved from the Inner Zone and 
78.6 percent of the plants that moved from 
the Outer Zone to the Standard Metropolitan 
Area settled in the belt of communities im- 
mediately adjacent to and surrounding the 
city of Chicago. There was a tendency for 
these establishments to relocate in S. M. A. 
sectors that were similar in geographical 
directicn to their original sector locations in 
the city. Thus, firms in West Sector of the 
Outer Zone would tend to relocate in the 
Western suburbs. This was true for both the 
Inner and Outer Zones. 


TABLE II—Ranxkinc oF CuHicaco OUTER 
ZONE SEcTors By POPULATION AND 
INDUSTRIAL INCREASE, 1940-1950 


Rank in Rank in 
Sector Population Industrial 
Increase Increase 


Hopothesis III, stating that the trend of 
industrial location in the city is not signifi- 
cantly related to the trend of population 
growth was rejected. A relative ranking of 
the sectors by comparative increase or de- 
crease in population and manufacturing es- 
tablishments indicated that the phenomena 
are positively related (cf. Table II). The 
Spearman formula was applied to this 
ranking and yielded a coefficient of 0.600, 
indicating a moderately close relationship be- 
tween these two factors. 

Hypothesis IV, which stated that industrial 
establishments moving from the city did not 
locate in suburban areas adjacent to their 
former locations in the city, was rejected. 
As indicated above, the establishments leav- 
ing the city to locate in suburban areas 
usually moved to sectors that corresponded 
with their former sector location in the city. 
To test the hypothesis, the data were sub- 
jected to a chi square test of significance and 
the chi square of 31.05 was found to be 
significant at Jess than 0.01 percent level.® 


Examination of the movement of industry 
out of the city by reference to their former 
locations showed that the West Side Sector 


8 The statistical test indicates that the finding that 
industry tends to move to-places in the metropolitan’ area 
that are adjacent to their locations in the city is statistically 
as well as socially and economically significant. 


lost the most establishments. It should be 
noted that this sector is the smallest of the five 
in the Outer Zone and also does not contain 
more industry than any of the other sectors. 
Table I also indicates that the Southwest and 
South Sectors respectively had the fewest 
number of establishments leaving the city. 
The data showed that most of the establish- 
ments which moved appeared to leave 
certain localized parts of the city in much 
greater numbers than other parts. Compar- 
ing the former locations of plants that moved 
with the location of the new plants in the 
Outer Zone showed that they were very often 
the same, indicating that the sites were suit- 
able for industrial purposes. The impor- 
tant consideration here is that the character- 
istics of the industries leaving these sites may 
be the crucial factor in their leaving. In 
short, the size of the establishments or the 
need to expand plants located on sites un- 
suited for expansion, may be a major reason 
for certain parts of the city to exhibit cluster 
patterns of the former locations of establish- 
ments that moved to the suburban area. 

Hypothesis V, tested by the data in this 
study, stated that the Outer Zone of Chicago 
experienced decentralization and it was dis- 
proved. A study of the data in Table I 
indicates that decentralization of manufactur- 
ing establishments did not take place in the 
Outer Zone in the ten years covered by this 
study. This table shows that 97 more estab- 
lishments entered the zone than had left it in 
the period 1941-1950. The North Side was 
the only sector to show a loss of establish- 
ments. On the other hand, the Northwest 
Sector experienced the greatest gain in 
manufacturing plants. 

It should be pointed out that the gain or 
loss of industry in each of the sectors includes 
the movement of industry from the Outer 
Zone to the Inner Zone and vice versa, in 
addition to new establishments. 


Summary 


The industrial pattern of the city of 
Chicago underwent some changes in the 
period covered by this study as a result of 
locational shifts of (1) the establishments that 
entered as new plants and (2) the intra-city 
movement of establishments. One of the 
most significant changes was the development 
of the Northwest side of the city as a major 
industrial development of the city’s South- 
west.side. In both. cases the changes that 
occurred indicated a shift in the. previous 
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pattern of industrial location that had marked 
the industrial growth of the city. 


A subsidiary finding of this study concerned 
one of the neglected aspects of the literature 
on industrial location—the intra-city move- 
ment of manufacturing establishments. The 
data in this study showed that there is more 
of this type of movement than is generally 
supposed and that its importance to the 
problem of industrial decentralization is not 
to be underestimated. For example, de- 
centralization of industry could not be said to 
have occurred in the Inner Zone cf the city if 
the establishments that move to the Outer 
Zone were not included in the data showing 
losses in that part of the city. As a matter of 
fact, 43 percent of the total number of manu- 
facturing establishments that entered the 
Outer Zone in the 1941-1950 period had 
moved from the Inner Zone. 


Among the implications in the data are: 
(1) the city continues to be an attraction for 
manufacturing industry, especially the outer 
part of the city; (2) social problems of urban 
life that usually accompany the advent of in- 
dustry in a neighborhood may now appear in 
the areas of the city that have been relatively 
free of these problems. These problems in- 
clude: (a) depressed residential housing 
values; (b) increased population mobility and 
turnover; (c) the critical effects of this 
population mobility on such local institutions 
as churches, schools, and commercial estab- 
lishments; (d) higher juvenile delinquency 
rates which usually acccmpany industrial 
areas; and (e) changing patterns of transpor- 
tation and commuting arising with shifts in 
locational trends of industry. 


Leo G. REEDER 
University of Minnesota 


Homer Hoyt on Development of Economic Base Concept 


Formulas Seeking to Explain Size of Cities 


THE economic base concept developed 

out of the need to explain why different 
cities or urban regions have attained their 
present population and to furnish a basis for 
estimating their future growth. Formulas 
have been evolved that sought to explain 
the size of cities by a mathematical equation. 
The so-called rank-size rule of Zipf' set forth 
the proposition that, if the cities of the United 
States are arranged in order of their popula- 
tion size, the first city will have approximately 
twice the population of the second, three times 
the population of the third, and so on, until 
the largest city is found to have about 100 
times the population of the 100th city, and 
1,000 times the population of the 1,000th 
city. If the population in the corporate 
limits of American cities were taken for: one 
former census period, there was a remarkable 
correspondence to this theory. Ifit continued 
to apply everywhere, we would need to know 
only the population of the largest city in the 
country and the rank of the other cities to 
determine their population at any time. 
Investigation into geographic or economic 
factors supporting individual cities would be 
unnecessary if this universal law determined 
the size of cities. Unfortunately for those 


4 George Kingsley Zipf, Human Relations and the Principle of 
Least Effort (Cambridge: Harvard University, 1949). 


who would seek these royal roads to city size 
and growth that would involve no effort, I 
found that when cities and metropolitan 
areas of the United States, Canada, Russia, 
Japan, Great Britain, Germany, France, 
Italy, India, China, Australia, and Latin 
America are ranked according to their size 
in the latest census, there is a wide variation 
from the rank-size rule so that it cannot be 
used even to obtain a rough approximation 
of the size of any urban region.’ 

Just as an easy way has been sought to 
determine why cities have reached their 
present size, so the future size of urban regions 
has often been based upon the projection of 
past trends of the growth of the given city. 
This method has proved to be entirely un- 
reliable in recent periods. Some cities which 
had an extraordimarily rapid growth for a 
few decades have reversed their trend. Thus, 
Akron, Ohio which increased in numbers by 
201.8 percent from 1910 to 1920 and 22.4 
percent from 1920 to 1930, declined 4 percent 
in population from 1930 to 1940. Chicago, 
the fastest growing large city of the 19th 
Century stood almost still after 1930. Key 
West, Florida had a rapid growth from 1850 
to 1890, then declined sharply from 1890 to 
1930, and then doubled its number from 


* Homer Hoyt, “Is City Growth Controlled by Mathe- 
matics.or Physical Laws?” Land Economics, August 1951, pp- 
259-262. 
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1940 to 1950. Instances could be multiplied 
showing abrupt breaks or changes in the 
slope of the population curve. 


Other forecasts of the population growth 
of given urban regions have been based on 
the increase of births over deaths in the 
particular city. If natural increase deter- 
mined the population of any city, we would 
expect that cities or urban regions everywhere 
would show a somewhat uniform rate of 
growth. The fact is, however, that there is 
the greatest variation between the rates of 
growth of urban areas in the same state in 
any census period. In New York State, for 
urban places of 10,000 population or more 
for the period 1940 to 1950, Watervliet, 
Hornell, and Amsterdam declined from 3.3 
to 5.7 percent, while Long Beach City 
gained 72.5 percent. In Ohio, population 
changes from 1940 to 1950 range from a loss 
of 10.2 percent at Martin’s Ferry to gains of 
67 percent at Bowling Green and 100 percent 
at Berea. It is not necessary to cite examples 
in all the other states. The outstanding fact 
of our economy is migration to centers of 
employment and the outflow of families from 
the center of metropolitan areas to the 
suburbs. Local birth rates have little sig- 
nificance because, with freedom of movement, 
families migrate to places of economic 
opportunity. Most of the increase of popula- 
tion of our rapidly growing urban areas is 
due to inmigration. 


Importance of Economic Base Concept in 
Determining the Size of Cities 


Employment opportunities determine the 
size of most cities except tourist resorts. On 
examination it is realized that there are 
certain types of employment which we call 
basic that are the primary cause of urban 
growth. These are the industries and trades 
which produce goods or services for export 
outside of the given urban community and 
which bring into the community the means of 
payment for the food, raw materials and 
manufactured products which the com- 
munity itself does not produce. These 
basic workers require the services of retail 
merchants, local government workers, local 
transportation and utilities, builders, doctors, 
dentists, and other professional workers; 
and these workers who administer to the 
needs of the basic workers are called service 
workers. 


Evolution of Economic Base Concept 


I developed my first concept of the 
economic base while Principal Housing 
Economist of the Federal Housing Adminis- 
tration in 1936.3 We had the problem of 
rating cities in every state of the Union as to 
their prospects for future growth in employ- 
ment for the purpose of giving every urban 
region a grade, which would be part of the 
total rating of any single house for mortgage 
risk insurance purposes. We considered that 
mortgages would be sound in any urban 
region that had prospects for a moderate in- 
crease in total employment, but that there 
would be a risk element in any community 
faced with the outlook for declining employ- 
ment that would create vacancies in houses. 

I was called upon to devise a working tool 
that could be quickly applied to one large 
city and one small city in each of the 48 
states, which would be used as bench marks 
for rating other cities by the Federal Housing 
Administration underwriters. 

Confronted with the problem of analyzing 
the hundreds of different kinds of employ- 
ment in thousands of cities in the United 
States, I sought at once to reduce the employ- 
ment types we would study to the ones that 
controlled all the rest. I was not familiar 
with theories suggesting in one form or an- 
other the idea of basic employment, but I 
remembered that the engineers of the Illinois 
Bell Telephone Company, in estimating the 
future growth of the Chicago region, has 
studied the prospects of growth of steel, meat 
packing, furniture and other industries which 
they considered basic as being the funda- 
mental determinants of population. 

Accordingly, I took the number employed 
in manufacturing (after deducting manu- 
facturing entirely for local consumption), the 
number of workers in wholesale trade, state 
and federal offices, non-local transportation 
and the workers in hotels as the basic employ- 
ment. We did not have in 1936 any reliable 
data on the number of workers in service lines. 
On the basis of studies in York and Lancaster, 
Pennsylvania, which indicated that the 
number of service workers were equal to the 
number of basic workers, I assumed that a 
1-to-1 ratio existed in every city. Using this 
technique we made economic base studies of 


3 The first published account of the economic base concept 
as I developed it was in: Arthur Weimer and Homer Hoyt, 
Principles of Urban Real Estate 1st ed. (New York: Ronald 
Press, 1939). 
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48 large cities, and 48 small cities, one each 
in every state, with a force of 6 men in six 
weeks’ time. Time was of the essence be- 
cause the mortgage risk system had to be set 
up to take care of actual loans being processed 
in large volume. The primary purpose for 
originating the economic base method was 
to make forecasts of future population and 
employment in every city. We were in- 
terested in determining what proportion 
of any city’s basic employment was manu- 
facturing, state or federal government, 
wholesale trade, transportation or tourists, 
only to narrow the issue and to facilitate the 
process of making speedy forecasts. For in- 
stance, when we determined that Detroit was 
mainly supported by the automobile in- 
dustry in various forms, we concentrated 
upon the future prospects of that industry 
and did not devote attention to other indus- 
tries in the short time interval we had for the 
work. In the work of the Federal Housing 
Administration we were primarily interested 
in the number of jobs because that would be 
the primary factor in the demand for housing. 
The flour mills of Buffalo or the iron mines 
of the Mesabi Range created a great money 
income for the community; they might still 


give rise only to a limited need for houses, if 
they employed machinery that required few 
operators. 

This emphasis upon the future number of 
jobs, and not upon money income, is still the 
important factor in studies for housing agen- 
cies and plan commissions. 


Applications of Economic Base Concept to 
Estimates of Population Growth for 
Plan Commissions 


As Director of Research for the Chicago 
Plan Commission 1941-1943 and as Director 
of Economic Studies for the Regional Plan 
Association of New York 1943-1946, I applied 
the economic base method to the problem of 
determining the future population of urban 
areas. In the monograph I prepared for the 
Regional Plan Association, Economic Status of 
the New York Metropolitan Region in 1944, I 
derived the ratio between basic employment 
and service employment by actual tabulation 
of every type of employment. Then it was 
found that the ratio between basic and service 
employment varies between different urban 
regions. In the survey of the complex com- 
munity of the New York region, with its 
hundreds of different industries, it was im- 
possible for a small staff in two years to 
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analyze the prospects of every industry in 
detail. Accordingly, I took trends of past 
growth as an indication of future growth un- 
less I found reasons to expect a reversal of 
the trend. My main purpose again was to 
estimate the future population of the New 
York region and not to determine by meticu- 
lous methods how much of its basic support 
was derived from manufacturing, wholesale 
trade, the Port or hotels, although the effort 
was made to make this breakdown as accurate 
as possible. 


Applications of Economic Base Concept to 
Land Use Requirements 


It was but a natural extension of the 
economic base concept to apply it not 
merely to make forecasts of future population 
but also to make estimates of future land 
uses. In a monograph I prepared for 
Harrison, Ballard and Allen in 1948, in 
their rezoning study for New York City, I 
estimated future requirements for industrial 
space in New York City by taking estimated 
future employment in each type of manu- 
facturing and the amount of factory build- 
ing area used per worker in each type of 
industry as revealed by the surveys of the 
Consolidated Edison Company. In 1951 I 
made estimates of future requirements for 
stores in Arlington County, Virginia by esti- 
mating future population, income and retail 
purchases and showing store areas that would 
be required for the estimated volume of 
business. I have just completed similar 
studies for Fairfax County, Virginia, Mont- 
gomery and Prince George Counties, Mary- 
land. 

Money Income. In a survey of Brockton, 
Massachusetts areas in 1948, I emphasized 
the flow of money income generated by 
basic employment in order to show the effect 
of increased payrolls upon the region’s 
economy.® The shoe industry was the chief 
basic support of Brockton, so a survey was 
made of the shoe industry of the United 
States to determine Brockton’s competitive 
position. 

The economic base concept thus evolved 
in my own work as a working tool to solve 
practical problems for which an immediate 
answer was required. In developing the 


‘Homer Hoyt Associates, Economic Survey of the Land Uses 
of Arlington County, Virginia (Prepared for County Board of 
Arlington County, Virginia) September 1951. 

5 Homer Hoyt Associates, The Economic Base of the Brockton, 
Massachusetts Area. 





REPORTS AND COMMENTS 185 


theory of the concept, it is desirable to define 
the terminology and where the money, the 
staff and the time is available to refine the 
methods and to work them out to their 
logical conclusion. Consequently, I would 
like to point to some excellent studies in this 
field that have contributed greatly to the 
scientific stature of this concept. I would like 
to review some of the elements of the subject 
and indicate the progress that has been made. 


Exports and Imports. ‘The basic idea of 
exporting and importing is derived from 
foreign trade. However, it is possible for a 
nation like the United States with a diversity 
of climate and with a great range of mineral 
resources to be almost self supporting. We 
do import tin, manganese, petroleum, natural 
rubber, coffee, tea and many other com- 
modities and export cotton, wheat, manu- 
factured articles, etc. but we could live even 
if cut off from the world. However, no city 
or urban region consisting of houses on paved 
streets could live very long if cut off from its 
food, raw materials and manufactured prod- 
ucts, which it does not produce. Urban 
regions must produce exports to pay for 
these imports. 

Measuring Economic Base in Dollars. It 
would be desirable to have an exact monetary 
accounting in every community and to show 
the dollar volume of goods shipped out of the 
community, the monetary income from in- 
vestments, pensions, and the monetary pay- 
ments for food, raw materials and other 
products shipped into the community. There 
would thus be a balance sheet of inflow and 
outgo as in the case of foreign trade. How- 
ever, this would be a prodigious research 
undertaking unless confined to small com- 
munities. 


More Accurate Determination of Basic Employ- 
ment. John W. Alexander® has made the 
most accurate breakdown of basic and 
service employment by ascertaining from 
records of manufacturers the precentage of 
their products shipped outside of Madison, 
Wisconsin and by determining accurately the 
number of basic employees in every line. 
This will serve as a model for a definitive 
study of the economic base in any urban 
region. Instead of taking total employment 
in any industry that is predominantly basic 
as entirely basic, a separation is made be- 


6John W. Alexander, Economic Base Study of Madison, 
Wisconsin (Madison: School of Commerce, University, of 
Wisconsin, 1953). 


tween the proportion of the product used 
locally and that exported. 


Geographic and Economic Background of Regions. 
My first surveys of the economic base were 
made for individual cities regardless of their 
regional setting. I have always recognized 
that cities and urban regions are linked to- 
gether and that basic studies should first be 
made of economic and geographic regions. 


Ratio of Basic-to-Service Employment. Ed- 
ward L. Ullman has made a tabulation show- 
ing that the ratio of basic to service employ- 
ment varies from 1 to 0.8 for smaller cities like 
Auburn, Washington; Oskaloosa, lowa; Med- 
ford, Oregon; Brockton Massachusetts; Albu- 
querque, New Mexico, to 1 to 1.4 for cities 
such as Wichita, Kansas, 1 to 1.56 for the 
Denver metropolitan area, 1 to 1.7 for the 
Cincinnati metropolitan area (Roterus), and 
1 to 2.1 for the New York Metropolitan area. 
In the Washington, D. C. and Detroit metro- 
politan areas and the State of New Jersey, 
the ratio has been 1 to 1.1. 


It seems to me that the ratio between basic 
and service employment not only varies be- 
tween urban regions but that it will change in 
the same region over a period of time for the 
following reasons: (1). Wealthier communi- 
ties will support more in the service lines 
than poorer communities. (2). In time of 
national emergency there are fewer in service 
lines than normally. In the Washington, 
D. C. area, the ratio between basic and service 
dropped from 1 to 1.54 in 1940 to 1 to 1.08 
in August 1951, after the outbreak of the 
Korean War. (3). In periods of heavy un- 
employment, relatively more will be in 
service lines, because those on relief will 
support some of the workers in service ac- 
tivities. (4). One-industry cities or mining 
towns will support fewer in service lines than 
diversified cities because the service lines 
contain fewer wholesalers and financial insti- 
tutions engaged in distributing diversified 
products. 


Regions and Segments of Regions. The 
normal unit for analyzing the economic base 
is the metropolitan area, or the area in which 
people can work in any one part of the region 
and live in any other part of it. The economic 
base determines the employment for an eco- 
nomic region in its entirety. The population 
of various segments of that region is deter- 
mined by allocating total population on the 
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basis of the amount of vacant land suitable 
for new growth, transportation to places of 
employment and social prestige. 

It may be necessary to analyze a segment 
of a metropolitan region. In a survey of 
Rye, New York, a suburb of New York City, 
all the commuters who work in New York 
City regardless of what they do in the city 
can be regarded as basic workers since they 
bring in money from outside Rye. In a 
survey of New York City proper, part of the 
workers in the retail trades are basic because 
part of the sales of the stores are derived from 
the metropolitan area outside of New York 
City. In Minneapolis, Kansas City, Little 
Rock and many other cities, a substantial 
amount of department store sales come from 
outside the metropolitan area and to that 
extent part of the department store workers 
are basic workers. 

Fundamental Changes in Regions. The funda- 
mental reason why cities gain employment 
is that industries there can produce more 
cheaply or serve a larger market than com- 
peting industries in other cities. Compara- 
tive costs of production which are influenced 
by transportation rates, taxes, labor efficiency, 
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proximity to raw materials and other factors 
are of vital importance in forecasting trends 
in basic employment. 


Definition of Terms. Richard B. Andrews 
in a series of articles in Land Economics has 
made significant contributions to economic 
base theory that have explained the 
origin of the concept, refined the methodology 
and aided in standardizing the terminology. 


Future Economic Base Studies 


Future economic base surveys of new 
urban regions will provide new factual data 
for establishing ratios between basic and 
service employment and in determining more 
accurately the proportion of basic workers in 
each type of activity. The economic base 
survey will be recognized as the first step in 
making the master plan or a new zoning 
map for any urban region, because it is the 
essential basis for making a rational estimate 
of future population and future land use 
requirements. 

Homer Hoyt 
Homer Hoyt Associates, 
Washington, D. C. 


Bibliography on the Economic Base 


Editor’s Note. The bibliography listed below does not attempt to be all-inclusive. Its 
purpose is to direct the reader to significant and /or basic research study materials. A number 
of persons have made suggestions or checked over this list but the person chiefly responsible 
for its compilation and form is Katherine McNamara, Librarian, Department of City Planning 
and Architecture, Harvard University. 
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Local Studies: Cities and Towns 
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Hoyt, Homer, Associates. 
A reporton the economic base of the Brockton, Massachusetts, area. Brockton, Mass., 
Committee for Economic Development, 1949. 80 p., illus. 
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Chicago, Ill. Plan Commission. 
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The Decline of Agrarian Democracy. By Grant 
McConnell. Berkeley and Los Angeles: 
University of California, 1953. $3.75. 

The thesis of this book is that agrarian 
democracy has disappeared from the Ameri- 
can scene. Grant McConnell, the author, 
declares that “more than half a century has 
elasped since the death of the last great mass 
movement of farmers in America.” 

The author looks back on Populism which 
he believes was democratic in character. 
‘‘Agrarianism spoke in the name of all,”’ he 
writes. ‘The enemy which it challenged was 
power.” 

The book begins with farming conditions 
in the 1890’s and reviews them in chapters on 
“The Old Tradition,” ‘The Economic 
Setting,” “New Beginnings,” and “The 
Heirs of Populism.” In these chapters 
McConnell makes a clear analysis of the 
early growth of agricultural education and 
the struggles which went on to establish Ex- 
tension Service and the demonstration method. 
There is mention of such early farm organiza- 
tions as the National Grange and the Farmers’ 
Alliance. There is a sympathetic mention too 
of the Farmers Union which the author 
thinks “‘has not in itself been a moving force 
in our political life, but has had great im- 
portance as an irritant and a stimulant for 
more important forces.” 

Much of the book is concerned with the 
growth ofthe American Farm Bureau Federa- 
tion which appeared in 1920. The author 
spends a great deal of time tracing the de- 
velopment of the county agent system which 
sprang up during World War I. It is his 
belief that the American Farm Bureau Federa- 
tion came into power because of its relation 
with the Extension Service and the land grant 
colleges. 

Because of this alliance with Extension 
Service, Mr. McConnell asserts that the 
Farm Bureau has sabotaged every agency 
within the Department of Agriculture which 
has ever attempted to work directly with 
farmers. He takes as case studies the struggle 
which went on in the late 30’s over the 
Agricultural Adjustment Act programs and 
the Farm Security Administration. Later he 


tells in detail some of the conflicts which 
went on between the Soil Conservation 
Service and the Farm Bureau. The author 
is extremely critical of the Farm Bureau and 
feels that it has represented only the larger 
farmers. McConnell believes that its interests 
in decentralization and economy are really 
only a method of attacking government 
agencies over which it does not have complete 
control. 

The Farm Bureau is pictured as a ruthless 
political organization shaping farm policy 
on the basis of the decisions of a few people. 
Former President Ed O’Neal of Alabama is 
represented as a high powered lobbyist using 
the Farm Bureau to ride rough-shod over the 
wishes of Congress and the Department of 
Agriculture. 

McConnell concludes there is an “‘appar- 
ently senseless rivalry of large and small 
farmers set against each other.” In his mind 
the Farm Bureau is the villain which has 
stirred up this discord. 

As an official of the Ohio Farm Bureau 
Federation I cannot agree with the central 
theme of this book which is that agrarian 
democracy is dead. In my experience with 
the Farm Bureau in Ohio I can truthfully say 
that I have never known a time when farmers 
have had a better opportunity to participate 
in policy development. This year farmers in 
every one of the forty-eight states helped 
advise Secretary of Agriculture Benson on a 
long range farm program through meetings 
and discussion groups organized by Farm 
Bureau. 

The basic unit in Farm Bureau is the 
county organization. These county organiza- 
tions are federated into a state organization, 
and the state organizations in turn are 
federated into the national organization. 
This allows for a maximum degree of local 
autonomy. Policy in the Farm Bureau is 
reached through a more democratic process 
than in any organization which I know about. 
Of course there are some farm leaders who 
try to set themselves up as self-appointed 
spokesmen for the farmers but on the whole 
these people are few and far between in the 
Farm Bureau. 
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One of the real defects in the book is its 
failure to recognize the importance of the 
remarkable growth of cooperatives among 
farmers. Brief mention is made of the fact 
that Ed O’Neal was more interested in direct 
legislation than in cooperatives but nowhere 
does the author tell how cooperatives have 
developed since 1890. The fact of the matter 
is that agrarian democracy has never been 
more healthy and alive than it is today. 
There are 9977 farmer marketing and pur- 
chasing cooperative associations in the United 
States, each of these governed by a demo- 
cratically elected board of directors who each 
year report their activities to an open meet- 
ing of farmers. 

Many of these cooperative associations are 
sponsored and organized by the state and 
county Farm Bureaus. Among the strongest 
cooperatives in the United States today are 
those to be found in Ohio, Indiana, Illinois, 
and Michigan, and in each instance it is the 
Farm Bureau which has led this development. 

The book is well written and the author 
undoubtedly has spent a great deal of time in 
bringing his material together. Unfortu- 
nately, many of the statistics are no later 
than 1946 and much has happened in 
American agriculture within the past seven 
years. Farm leaders and educators will find 
the book worth reading. 


C. Maurice WIETING 
Vice-President and 
Director of Information and 
Education, 
Ohio Farm Bureau Federation 
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Bolivia, Land, People and Institutions. By Olen 

Leonard. Washington, D. C.: The Scare- 

crow Press, 1952, pp. 297. $6.00. 

Bolivia is a land of towering mountains, 
humid lowlands, derby hatted women and 
fabulous tales of mineral wealth. Professor 
Leonard forgoes the opportunity to write a 
popular book about this land of contrasts to 
concentrate on the simple folk of Bolivia. 
He discusses their humble dwellings, their 
continuous struggle for life against hunger and 
disease, and the patterns of living which 
have evolved. 


The book is divided into five parts. Re- 
gional Diversity introduces the reader to 
Bolivia. Next is a discussion of People, 
primarily in terms of population growth and 
movement. Part III discusses the Man-Land 
Relationships, concentrating on settlement 
and tenure patterns. 

Part IV deals with the Social Institutions, 
family, school, church, government and 
housing. The last section discusses levels and 
standards of living. A large number of 
photographs have been assembled as well as 
many charts. These pictures of the humble 
people help to fill in the impression that the 
crude statistics and written word are unable 
to convey. 

Few books have appeared in English about 
Bolivia and virtually nothing which deals in 
any scholarly way with the internal social 
conditions and problems. This book pro- 
vides details on the social situation in Bolivia 
today which will be useful to the occasional 
student and scholar of tomorrow who wishes 
to know more about Bolivia, or about the 
highland Indians of the southern Andes. 


Professor Leonard spent some two years in 
Bolivia. Several bulletins coming out of his 
studies there have been integrated into this 


book. His experience and professional work 
gives him the background and material 
needed to analyze the nation in sociological 
terms. 


On the negative side is the somewhat 
pedestrian way in which the book is written. 
There are too few word pictures about a 
country and a people who offer many op- 
portunities for such expression. The pictures 
document the book and are a contribution, 
but the technical process chosen is presum- 
ably less costly but also less effective. An 
occasional error is found such as on pages 37 
and 38 where the table suggests a population 
increase of 9.7 per cent for Oruro and the 
text a decrease of almost ten percent. 


Answers to the problem of Bolivians will 
be sought in vain. This is a discussion of the 
social situation and not of the development 
of new goals of social welfare. In this objec- 
tive the book is a definite contribution to 
our knowledge of the area. 


LAWRENCE WITT 
Michigan State College 





